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7* new day for poultry | 


ONE OF THE REASONS why poultrymen are now raising better, healthier 


chickens is because feed manufacturers are putting an “ounce of 
prevention” as well as plenty of nutrition right in the feed. 

For example, when 4 ounces of MEGASUI k Nitrophenide, 
developed by Cyanamid’s Lederle Laboratories Division, is incorporated 
in every 500 pounds of chicken feed, it helps flocks to build up 
virtually complete immunity to coccidiosis, a serious poultry disease. 

The result for the poultryman is a consistently higher grade of 
poultry, fewer losses, and lower costs. And for you as a consumer —more 
poultry of a higher quality. This development is another example of 
how Cyanamid chemistry is helping agriculture and industry in the 
solution of problems for your benefit. *Reg U S. Pat. Of. 


AMERICAN Cyanamid LOM PAN 


30 ROCKEFELLER PLAZA, NEW YORK 20, N. 


Materials for animal husbandry—one of the many fields served by Cyanamid 
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When Thomas Edison died, it was sug- 
Bested that all electric power be switched 
Of for 60 seconds in tribute. The idea was 
abandoned when it was realized that even 
Msuch a short interruption of power might 
nde dangerous... 

The continuous flow of electricity was 
"00 vital to our national life! 

Yet, despite immense progress to date, 
‘the privately-owned electric utility com- 
Panies and equipment manufacturers are 
Working to find new uses for electricity 
and to provide steadily better service. 

To effect economies, these companies 
are exploring methods of transmitting 
power at 500,000 volts—nearly twice as 
high as today’s voltages. 

Another phase of their research deals 
With the “heat pump” which heats houses 
in winter, and cools them in summer, by 
using the earth or air both as a source of 
heat and for dissipation of heat during the 
cooling cycle. Successful units are already 
in operation. 

The uses of electricity by industry are 


— 


“Vision is Indispensable to Progress”’ 
’ 


Invisible horsepower 
that leaps to light a city... 


many and varied—dielectric heating to 
bond wood and plastics . . . electronic units 
for smoke control...motors for power 
and refrigeration... 

At home, electrical energy lightens 
housework—and one day you may cook 
by radar. Today a radar range can cook a 
steak in 35 seconds! 

Now with a powerful new X-ray tube, 
doctors can film super-speed movies of the 
blood in circulation—an advance that 
opens vast new fields in heart disease 
research. 

In 1949 the electric utilities spent 
$2,300,000,000 for expansion of plants 


BANKERS TRUST COMPANY 


NEW YORK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


and facilities—part of a six year, $9- 
billion construction .program to meet 
America’s insatiable thirst for electric 
power. 

The impressive record written by the 
suppliers of electrical energy and equip- 
ment shows once again what can be 
accomplished by productive labor, capable 
management and thousands of individual 
investors under a competitive business 
system that is free... 

For freedom is the foundation of Amer- 
ica’s strength and of her future. It is the 
assurance of greater happiness and abun- 
dance for all of the people. 




















News within the News 





THE STATE OF THE UNION—Here, point by point, is the Administration’s pro- 
gram that Congress is asked to enact during 1950. It covers taxes, public works, 
business controls, 21 other issues that may affect you personally by year’s end. 
It is the full text of President Truman’s address to Congress.............0+0-0+0++ P. $4 


GOVERNMENT'S ADVICE TO BUSINESS—Rejoicing in recovery from 1949 reces- 
sion and confidence in good business ahead are keynotes of the President's 
Economic Report and the Economic Review of the Council of Economic Ad- 
visers. Advice: Expand, produce, don't fear the Government, keep prices stable. 
PE NE iat ircccesnstencs icles aalomacapeimecgai pus lsinaresatatian sss Maen iaiabsees iiss A eureka P. 58 


TRUMAN PLANS’ MEANING.......... P. 43 
Mr. Truman asks Congress to enact bene- 
fits for young people, old people, the un- 
employed, the sick, the farmer, the small 
businessman. This is an analysis of just 
what is asked, and what might be ap- 
proved. 


BUILDING COSTS STILL HIGH......P. 14 
Don’t count on lower costs if you plan 
to build in 1950. Lumber, steel prices 
are rising. Cement is up a little. Plumb- 
ing and heating costs are holding firm. 
Labor costs are edging higher. Economies 
from new techniques are hard to realize. 


POPULATION KEEPS GROWING..P. 15 
Biggest growth in the nation’s history 
will be reflected in the 10-year census to 
be taken in April. Proportion of aged is 
up. There’s been a 40 per cent increase 
in business firms, a big jump in families, 
a shift in population. 


ELECTION-YEAR BATITLEG.............. R219 
Senator Robert Taft, hard-working, con- 
scientious thorn in the side of the Demo- 
cratic Administration, turns out to be also 
the working politician who symbolizes 
Republican hopes for capturing Con- 
gress in 1950. 


1S A SUPERBOMB NEXT?.............. P.2) 
New-type atom bombs, 1,000 or more 
times as powerful es the present type, 
now are on U.S. drawing boards. They 
would work on a principle just the re- 
verse of the atom splitting of current 


bombs and would cost some 2 billions 
to develop. 


NEW LINE IN ASIA. ......05.....c0c0c0600: P. 23 
Uncle Sam’s entire world policy is get- 
ting tangled up over what to do about 
the remaining Chinese Nationalist forces 
on Formosa. Chiang is counting on U. S. 
politics to bring aid before it’s too late. 
This article shows how U.S. policy is 
starting to shape up. 


KREMLIN CAN‘T RUN AALL............ P.-25 
Soviet leaders find they can’t run every- 
thing right from the top. Latest plaint in 
the official press is that magazines come 
out months late, nobody can buy a dic- 
tionary, but books on bugs roll out in 
half-million editions. Criticism campaign 
of this kind usually means a purge. 
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Southwest Shows Biggest Gain.......... 35 
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COVER: Senator Robert A. Taft. See page 
19. (Kodachrome from Wide World ) 
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What your heart does... 


The heart is the hardest working 
organ in the body. It beats about 
100,000 times a day, and in the 
course of 24 hours pumps more than 
2600 gallons of blood through the 
blood vessels. 

The heart’s ability to function nor- 
mally may be affected if it is subject- 
ed to prolonged or excessive strain, 
or if it is attacked by disease. For- 
tunately, doctors now can do more 
than ever before to help the heart if 
trouble appears. 

Heart disease is the leading cause 
of death in our country, and the 
proportion of deaths from this cause 
has been increasing. Authorities 
point out, however, that this increase 
may be a reflection of the fact that, 
due to medical progress, more and 
more people are reaching the later 
years of life when heart ailments are 
most likely to occur. 

When all of the factors affecting 
the statistics are taken into consider- 
ation, it is found that the death rate 
from heart disease at every age is 
actually going down. 


Research on diseases of the heart is 
increasing. To aid in this work, 148 
Life Insurance Companies support the 
Life Insurance Medical Research Fund 
which makes grants for special studies 
in diseases of the heart and blood 
vessels. To learn more about helping 
your heart, send for Metropolitan’s 
free booklet, 20-K,“‘Your Heart.”’ 





ABOUT YOUR 





ence is doing 


What medical sc 


Today, medical science has many 
new tests for the heart, in addition 
to the electrocardiogram, the X-ray, 
and other routine methods. 

One such development is called 
angio-cardiography, in which an 
opaque solution is injected into the 
blood stream. By means of X-ray, 
the doctor then can study the cham- 
bers of the heart, the major blood 
vessels in the chest, and the lungs. 

Another technique, in which a 
small tube is inserted through an arm 
vein into the chambers of the heart, 
provides information about the 
amount of blood the heart is pump- 
ing, the pressures under which it is 
working, and the composition of the 
blood in the heart. 

There are also new exercise tests 
which furnish knowledge about how 
the heart functions under strain. 
These and other advances give the 
doctor more accurate methods of 
diagnosing heart trouble than have 
been possible heretofore. 


COPYRIGHT 1950-—-METROPOLITAN LIFE INSURANCE COMPANY 


Metropolitan Life 
Insurance Company 
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1 Madison Avenue, New York 10, N. Y. 








What YOU can do. 


Specialists say that there is a great 
deal the individual can do to help 
keep his heart sound and strong. 

Following thé doctor’s suggestions 
about a daily routine of healthful 
living may help to avoid heart ail- 
ments, or to limit their effect. Such 
a routine should include a nourishing 
diet, keeping weight normal, getting 
plenty of rest and sleep, trying to 
avoid tension during work, and de- 
veloping a relaxing hobby. 

It is also important to have regular 
physical examinations by a doctor. 
Such check-ups generally insure that 
if heart trouble should occur it will 
be discovered early, when modern 
methods of treatment will help most 
to control it. 

Under good medical care, most 
people with heart ailments can learn 
to adjust their lives to the work- 
capacity of their hearts. By so doing, 
they are often able to enjoy long and 
happy lives of nearly normal activity. 


TO EMPLOYERS: Your employees 
will benefit from understanding 
these important facts about their 
hearts. Metropolitan will gladly 
send you enlarged copies of this 
advertisement— suitable for use on 


your bulletin boards. 
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Unele Ira* 
is a screwball 


| ta | 


Remember Uncle Ira? 


Everybody used to say he was a genius. He 
had a head for figures—“‘The Lightning Calcu- 


lator,”’ he used to be called. 


When we were kids, we’d say, “Uncle Ira, 
how much is seven hundred and thirty-one times 
twenty-six?’ 


‘Nineteen thousand and six point zero!”? 
Uncle Ira would say, right off. 


And then we would figure it out on paper, 
and sure enough, the answer was 19,006. 


Today, everybody says Uncle Ira is just a 
harmless old screwball. He’s bitter and can- 
tankerous, and he doesn’t mind telling you why. 


“Look at me!’? says Uncle Ira sadly. *A 
genius! A man the Almighty blessed with 
a great gift! But what good is it, in this all- 
fired crazy world? 


“Why, any young snip of a girl can set down 
to one of them new-fangled* Comptometers, 
and calculate faster than I can! With a machine, 
mind you! Add, subtract, multiply and divide 
by finaglin’ with buttons! It ain’t human! 


**Why, those consarned contraptions even got 
a jigger** that eliminates errors! I tell you, the 
folks*** that make them Comptometers had 
ought to pay me damages!”’ 





% Anything younger than himself is new-fangled to Uncle Ira. 
Comptometers have been serving Business and Industry for 64 years. 
wk The Controlled-Key, which positively checks all imperfect key- 
strokes, and helps to make possible the Comptometer’s remarkable 


first-time accuracy. 


kk & Felt & Tarrant Mfe. Co., 1726 N. Paulina Street, Chicago 22, Ill. 


*This advertisement is reprinted by popular request on the tenth anniversary of its original appearance. 
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By 1954, if President Truman's dreams only come true: 

Goods and services to be enjoyed will be 50 billion dollars higher than 
now. Every family, on an average, will get $1,000 more. Incomes will be higher. 
Work will be easier. Vacations will be more varied and longer. 

Prices will be about what they now are. Profits will be bigger. 

Stockholders will get bigger dividends. Wage earners will get more pay. 
Farmers will enjoy high and protected incomes. Pensions will be bigger. 

Businessmen will have access to plenty of credit. Co-operatives will be 
building houses that all can afford. Electric power will be abundant, cheap. 
Taxes will be little if any higher. Tax "inequities" will be removed. 

Retired persons on fixed incomes will still be the forgotten people. 

Those are just glimpses of the future as the President sees it. You get 
the whole picture in White House messages and in the articles in this issue. 





























What the President, in effect, is saying is this: 

Business cycle needs to move in just one direction, and that's up. 

Money is a device that can be used to keep things going. Dollars are some- 
thing to be turned over steadily, by Government, business, individuals. 

Dollars, as such, to be saved, stored, valued in themselves haven't much 
place. Dollars are a fuel to be pumped in by Government, if necessary, to give 
people what they want or need, to keep the wheels turning. Goods and services, 
not money, are the measure of well-being, the goal of planning policy. 

Prices need to be near present levels, wages rising, incomes rising to 
permit taxes to siphon the dollars needed for big spending by Government, for 
servicing of debt. Efficiency gains should be reflected in wage rises, not in 
price reductions, to keep high and rising the amount of income to be taxed. 

Inflation, expansion, is the goal of Government policy. Deflation, any 
contraction in employment, credit use, money turnover, must be avoided. 

That's the broad philosophy. It is important to know about even if not 
fully applied. Voters are to be sold on the idea that Government, using money, 
can assure perpetual good times. There's a suggested promise of $12,000 for an 
average family by 2000 A.D. The dollar, cut loose from gold, no longer under 
much private control, can be used for many things. Barriers to experiment, once 
provided by the Supreme Court, are gone. Thers is nothing to keep people from 
trying to vote themselves good times if they want to try it. 














A catch, politically, in the idea of guaranteed prosperity is this: 

Voters, promised an extra $1,000, not getting it, may demand: "Where's my 
thousand." Politicians, harassed, might try to appropriate it. 

Farmers even now, promised good times, ask why eggs are 20 cents a dozen on 
the farm. Even a 3-billion-dollar investment in surplus farm products isn't 
enough to keep all farm prices high. Billions more are being sought. 

Workers may kick if Government doesn't help get steadily higher wages. 
Unemployed will expect Government to provide jobs and balk if it doesn't. 

Vision of abundance for all seems wonderful as a political issue. It's just 
that there may be political hazards if the vision doesn't become reality. 


(over) 





Written for the issue of January 13, 1950, Volume XXVIII—No. 2 
U.S. NEWS & WORLD REPORT (No part of this or any other page may be reproduced without written permission) 











NE... ..--TOMORROW-- (Continued) 


Mr. Truman is tying to the idea of guaranteed good times for 1950 and 1952. 


In practical terms, for the more immediate future: 

Business, good now, will stay good through first half year and probably 
through the second half. Factors at work are on the side of good times. 

People still are in a free-spending mood. Credit for building, for use in 
installment buying is abundant. Building boom seems underwritten for a few more 
months at least. Inventories of goods, relatively, are low. 

Farmer income, lower, still isn't as low as expected earlier. Business 
intentions to invest, lower, can be revised upward readily. Stock market is 
reflecting investor interest in high yields, is likely to influence business 
interest in equity capital to finance improvement, expansion. 

There is at least a reasonable chance that business can continue good into 
1951, or beyond, with no more than a moderate downward adjustment. 

















Trouble period of the future is to come when people are loaded with goods 
of long life, when they have the houses, cars, electrical gadgets they want. 

Trouble, when that time comes, is likely to be serious, not mild. 

Deflation, then, will take over from expansion. Prices may be hard to 
hold. Unemployment could skyrocket. Debt would become burdensome. 

Mr. Truman, if in office when the public is loaded with durables, will have 
to scratch very hard to deliver on his vision of good times for all. 

Chances are that the real postwar bust is quite a long way off, maybe a 
matter of years. It's when it does come that money tinkering is most likely to 
be tried out on a grandscale. The search will be for easy solutions. 











Spending by Government will remain high in the year to start July l. 

Outgo in that year won't be much under 42 billion dollars, after cuts. 

Income probably will be less than 38 billions, after excise reductions. 

Deficit again is to be large even though Congress tries hard to cut. That 
is due in part to commitments already made for big spending projects. It isn't 
Simple to cut military, public works, aid abroad, aid for veterans, aid for 
farmers, once programs have been started and promises made. 


Taxes, on balance, are likely to be lowered, not raised, this year. 

Excise tax cut is assured. Cut _in excises will be severely limited. 

Corporation incomes are unlikely to be taxed more. Tax increase of 5 points 
would yield little more than 1 billion. Graduated tax, a tax cutting the rate 
on first $100,000 of income, raising it gradually on larger incomes, might cost 
more revenue than it would yield. Tax based on size always has been resisted by 
Congress, for fear it might open the way to abuse. 

Individual incomes won't be taxed more. Income splitting stays. 

Estate and gift taxes will be studied, but probably not changed. Tax on 
capital gains won't be changed now. Taxes are a touchy subject this year. 

Tendency in Congress is to be to look for better business to yield more 
revenue and to look for economies during the years aheed to produce a balance in 
the budget. Congress will be made aware, too, that loans, treated as current 
expenses, account for a good share of the budget deficit. 




















Formosa, like China, is headed for Communist control. Formosa, an island, 
had been Japan's, was deeded to China by this country as a war prize. China, 
going Communist, has a claim on Formosa that U.S. isn't to deny. 

Communist China, recognized now by Britain, India, others, is going to take 
a place in the United Nations held by Nationalists China. U.S. won't have the 
votes to stop that apparently. So: Chiang Kai-shek seems about through. He is 
backed up into Formosa, with troops, generals, a navy, all of uncertain loyalty, 
looking for some way to get on the band wagon of a new regime. 


Communism, checked for a while in Europe, has immense gains in Asia. 





(No part of this or any other page may be reproduced without written permission) U. S. NEWS & WORLD REPORT 
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Year ’round safety—and saving, too, 
— with LEE Winter-Summer tires 


Yes, LEE Winter-Summer tires get you going 
and keep you going when traction is tricky. 
LEE Winter-Summer is a “two-in-one’’ tire— 
good for winter and summer traction. 


In wintertime 275 rugged calks dig in, assure 
you traction in snow, in mud. . ..on or off the 
highway. By summertime you have their regular 
riding ribs ready for extra thousands of miles of 
smooth, comfortable, trouble-free travel. 


But think first of wintertime . . . when driving is 


toughest. Make your driving as easy as possible 
by putting a pair of LEE Winter-Summer tires 


New England to the 


Florida Keus , . J 
THE ATLANTIC Ohio and Michigan Mid- West States Pacific Coast States 
REFINING CO. HICKOK OIL CORP. PHILLIPS SIGNAL OIL CO. 

Stations and Dealers Hi-Speed Stations PETROLEUM CO Stations and Dealers 


and Dealers Stations and Dealers 





on the rear wheels of your car NOW. You'll be 
glad you did. You can get LEE Winter-Summer 
tires in either conventional or extra low pressure 
types. They are DeLuxe quality, and guaranteed 
for 12 months against road hazards and for life 
against defective material and workmanship. 


These guaranties will be honored, and you'll be 
served well, by any of the 19,000 LEE dealers— 
located Coast to Coast—wherever you see any 
of the insignia reproduced below. 
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LEE RUBBER & TIRE CORPORATION, CONSHOHOCKEN, PA. 


Republic Rubber Division...Industrial Rubber Products...Youngstown, Ohio 



















BY BUSINESS | 
EXECUTIVES 


New York’s 

famous Essex House 
offers an address of distinction, 
overlooking beautiful Central 
Park. Convenient to all important 
business and social activities. 
Recently redecorated and refure- 
nished. Rooms with Television. 


Rooms with bath from $7 to $12. Suites 
from $15. All with complete serving pantry. 


Chicago Office—Central 6-6846 
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160 CENTRAL PARK SOUTH + NEW YORK 


Vincent J]. Coyle, Vice-President 8 Managing Dir. 




















It pays to 
do business 
in New York 


State! 


During the past five years, New 
York State had the lowest pro- 
portion of man days lost through 
strikes among the ten leading 
industrial states. For the whole 
story, write: N. Y. State Dept. 
of Commerce, Room 238, 112 
State St., Albany 7, N. Y. 























—__ ihe March of the News___ 


Clap hands, here comes Harry. 
Jaunty and smiling, President Harry Tru- 
man strode down the center aisle of the 
House of Representatives one day last 
week to tell Congress 
a familiar story, 
decked out in new 
words. A racket of ap- 
plause greeted him at 
the door and followed 
him to the Speaker’s 
table for his first ap- 
pearance before the 
new session, It was a 
noisy demonstration. 
But many members of 
the Senate and House 
were in a hurry to ex- 
plain that the hand 
clapping was for the 
man and the occasion, 
not for what he pro- 
posed. 

There was a new 
tone in the President’s voice. Mr. Truman 
made it clear that the “Fair Deal” goals 
of 1950 are the same that Congress shied 
away from in 1949. But other things were 
different. He wasn’t scolding Congress 
any more. He was mild-mannered and 
friendly. He even took time out to ex- 
change good-natured gibes with his Re- 
publican critics. 

Somewhere along the line, Mr. Tru- 
man and his advisers had decided to try 
a few soft words on Congress. Nobody 
knew for sure who set the new strategy. 
But the man who applauded longest and 
loudest was a man in the galleries—Clark 
Clifford, Mr. Truman’s speech-writing as- 
sistant who is about to retire. 


Sound effects. Spectators in Congress 
could measure the probable course of the 
Truman “Fair Deal” last week by the ap- 
plause accorded its author, The way the 
noise rose and fell on the floor of the 
House was a sign of the political times. 
President Truman’s | state-of-the-union 
message was interrupted by applause 38 
times. It went like this: 

World policy to bring lasting peace— 
loud hand clapping 





MR. TRUMAN 
... all kinds of applause 


by the “Fair Deal” Democrats and most 
Republicans. Silence from the Southern 
Democrats. 

Repeal of the Taft-Hartley Act—yp. 
enthusiastic and des. 
ultory applause from 
a few Democrats and 
fewer Republicans, 

Strong national de- 
fense—loud applause 
from both sides. 

Continued Selective 
Service—a few 
clapped hands. 

Higher taxes—si- 
lence. 


The silent ones, If 
there was one single 
man President Harry 
Truman was talking to 
last week when he 
outlined the Demo- 
cratic campaign for 
1950, that man was Senator Robert Taft 
(Rep.), of Ohio, who will lead the con- 
gressional opposition. But, to all outward 
appearances, the Senator from Ohio 
wasn’t listening. 

Senator Taft sat in the front row ata 
joint session of Congress while Mr. Tru- 
man spoke for 34 minutes. Throughout 
the speech, the Senator kept his eyes 
on a printed copy before him. 

Only on one occasion did the Ohioan 
give a sign that his attention might be 
some place other than on the printed 
words before him. That came when the 
President took a‘sharp, bitter jab at the 
Taft-Hartley Act. For a split second, 
Senator Taft seemed to lose his place. 
But, if he did, he quickly found it again 
and went on with his reading. 

There were other silent men at the ses- 
sion. Ambassadors from other countries, 
on the floor of the House through diplo- 
matic courtesy, sat with their arms 
folded throughout the President’s speech. 
A few, learned in the ways of U.S. 
politics, smiled with amusement when 
the President and the Republicans broke 
into good-natured hecfling of one an- 

other over the high 
cost of Government. 





from Democrats and 
Republicans alike. 

A kind word for 
business and prosper- 
ity—the same. 

Economy in Gov- 
ernment—the same, 
with the Republicans 
making the most 
noise. 

Broader Social Se- 
curity—general ap- 
plause. 

A civil-rights pro- 
gram—hand clapping 








Some of the diplomats 
carefully looked the 
other way and sent 
their glances circling 


about the crowded 
galleries. 
Russia’s_ Ambassa- 


dor Alexander S. Pan- 
yushkin, whose coun- 
try has a keen interest 
in how the U. S. Gov- 





ernment spends _ its 
money, just looked 
perplexed. 





—Berryman in the Washington Evening Star 
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Qut Ahead Again for 19 








New Power and New Features in Light and Medium Duty Models 
New Weight-Saving Diesel Tractors ¢ New Middle-Weight Six-Wheelers 


For 1950, GMC trucks are out ahead again in the truck 
transport parade... . for 1950, GMCs again bring new 
advantages to truck users everywhere. 


There’s new power in light-medium models . . . with 
new camshafts, valves and manifolds. There’s new cab 
comfort in these models... with wider seats, increased 
headroom and improved sealing. And there are new 
chassis features, including new hydraulic and optional 
air brakes on 214-ton models, new front springs with 
airplane-type shock absorbers on light trucks. 


GMC TRUCK & COACH DIVISION e 


GENERAL MOTORS CORPORATION 


Topping it all are new models that give many more oper- 
ators the benefits of GMC ownership ...a new 144-ton 
‘*280’’ series... a new heavy duty 214-ton ‘‘470”’ series ... 
two new middle-weight ‘‘400”’ and ‘‘620”’ series six- wheel- 
ers . . . and two new ‘‘weight-saving’’ Diesel- powered 
tractors built to handle maximum legal payloads 
in the 45,000-55,000 
pound weight range. 
Get the complete 
facts at your nearest 
GMC headquarters. 
















Oil with an 
Engineering 


Degree 


TE Paco 






Step up output, cut your unit costs by 
using oil with an engineering degree—that 
is, quality Texaco lubricants recom- 
mended by skilled Texaco Lubrication 
Engineers. 


First — analysis of specific plant operations by 
these engineers with years of cost-cutting ex- 
perience gathered from every major field of 
industry. 


Then—you are assured the right Texaco 
lubricant in the right quantity, in the 
right place, at the right time . . . (from 
the nearest of more than 2,000 Texaco 
wholesale distributing plants). 


Multiple plant management in every major 
field of U. S. industry is benefiting by the serv- 


INCREASE OUTPUT 


—in all your plants 


and CUT unit COSTS 


ices of Texaco engineers and the use of Texaco 


products, both covered by ... 


One Purchase Agreement. 

Picture shows first cut— about a 5-day job—on 
a giant Falk double helical reduction gear, 15 
feet in diameter . . . 42 inch gear face. On fin- 
ished cut—a non-stop, 72-hour operation —the 
two hobs must not change dimensions 1/10,000 
of an inch. If they do, the big gear will have to 
be recut. Cutting coolant used is Texaco. The 


toughest jobs call for Texaco. 


For details—call or write the nearest 
Texaco Wholesale Distributing Plant or 
The Texas Company, 135 East 42nd St., 
New York 17, N. Y. 


The Texas Company 


More than 2000 Texaco wholesale distributing plants in all 48 states—to serve all your plants. 
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TRUMAN PROGRAM, 1950 MODEL: 
MORE NOW, A LOT MORE LATER 


Congress Asked to Help Nearly Everybody 


There is a share for all in the 
Truman program. As the Presi- 
dent sees it, Americans should 
be three times as well off in 50 
more years. 

Better schools for youngsters, 
better care for oldsters, help for 
small businessmen, help for 
farmers are just a few goals. 

Financing the ‘‘Fair Deal’ is 
another problem. But the Presi- 
dent feels a busier U. S. can pay 
its way without big tax boosts. 

Almost everybody is promised 
something in the “Fair Deal” that Mr. 
Truman asks of Congress. Old people, 
young people, farmers, workers, the 
healthy and the ill, those at home, 
those abroad, employed and unem- 
ployed—all are to have new benefits, 
provided the President gets his way. 
(For text of the President’s mes- 
sage on the state of the union, see 
page 54.) 

Then, if all goes well, 50 years 
from now—by the year 2000—the 
average person will be three times 
as well off as now. The average 
family will have a $12,000-a-year 
income. Goods and services will be 
abundant—four times as much as 
now. People will work less, pro- 
duce more, play more, live better. 

Tax increases to underwrite a 
broad new program are not spelled 
out. Mr. Truman does favor some 
changes in the tax system to elimi- 
nate inequities, stimulate business 
activity and yield a moderate 
amount of additional revenue. 
There is no suggestion of an ex- 
cess-profits tax, or of heavy new 
taxes on individuals or corporations 
to pay the bill for the things 
planned. Mr. Truman suggests that 
the expense can be met out of the 
increased revenue that increased 





Businessmen, particularly small busi- 
nessmen, will be given more Government 
help if Congress accepts the ideas that 
Mr. Truman offers. Opportunities will 
exist, in the President’s opinion, for hun- 
dreds of thousands of new and independ- 
ent businesses as the country develops in 
a period of unprecedented prosperity. 

New banks to provide capital for new 
and growing enterprises are to have 
White House support. (See page 48.) 
These would be capital banks, with au- 
thority to make long-term loans or even 
to invest in the common stock of busi- 
ness firms that need financial help. One 
bank is suggested for each of the 12 Fed- 
eral Reserve districts, with capital for the 
bank itself supplied by commercial banks 
in the various districts. This idea is un- 
likely to be adopted this year, but will 
get a lot of study. 

Insurance companies also are to be 
encouraged to make loans to small busi- 
ness, in participation with local banks. A 
start toward this policy already has been 
made. And the Reconstruction Finance 


Corp. will be available to supply money 
that can’t be borrowed elsewhere. 

Tax relief for small business will be 
promised, but probably not delivered. 
One proposal is to reduce taxes on the 
first $50,000 to $100,000 of corporate 
income. Another is to change estate taxes 
so that small operators won't have to sell 
out to enable estates to meet the tax. 
Neither change is likely this year. 

Big business, however, will be 
watched carefully under the President's 
program. He _ wants antitrust laws 
strengthened so the Government can pre- 
vent large firms from absorbing small 
firms, thereby léssening competition. The 
House already has approved this pro- 
posal by a large vote and it is now pend- 
ing in the Senate. 

It is virtually certain that the Justice 
Department will continue its current vig- 
orous antitrust drive to regulate business 
practices. And one congressional com- 
mittee is toying with the idea of giving 
large enterprises a tax inducement to 
break up into smaller firms. 

People generally are promised 
more health, comfort and happi- 








activity will bring from existing 
taxes in the years to come. 


JANUARY 13, 1950 











—Burck in the Chicago Sun-Times 


‘LOOK OUT BELOW!’ 


ness in years ahead if the Presi- 
dent’s objectives are adopted. 

Old-age pensions are to be in- 
creased and offered to more peo- 
ple. That is assured. The House 
already has approved a bill that 
will bring everybody but farmers, 
farm workers, casual laborers and 
professional people into the Social 
Security system. All told. when the 
Senate acts, some 50 million peo- 
ple will be covered by retirement 
insurance. And benefits will be ap- 
proximately double those paid at 
present. Higher pay-roll taxes to 
finance the expanded program al- 
ready are in effect. 

Health insurance is another 
promise of the President that Con- 
gress is likely to reject again this 
year. The President doesn’t now in- 
sist on a compulsory insurance pro- 
gram, but he does call for a system 
to enable all Americans to afford 
good medical care. Congress is not 
expected to act on it at this session. 

Hospital building, now costing 
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MR. TRUMAN PICTURES THE YEAR 2000 
An average income of $12,000? 


150 million dollars a year, is to continue. 
The President also wants federal aid to 
expand public health services and to train 
more doctors and nurses. Congress is 
likely to move slowly on this project, too. 

Adequate housing for every Ameri- 
can family is another presidential goal. 
This has more sympathy in Congress. A 
public-housing program for low income 
groups already is under way, and starts 
are expected on 100,000 dwellings this 
year. 

Easy credit for home mortgages also 
is to continue, probably on still lighter 
terms. The Administration wants to em- 
phasize housing aids for families that can 
pay $45 to $73 a month in rent. The 
President suggests direct Government 
loans to co-operatives and other non- 
profit groups to house middle income 
groups. Congress may not adopt the co- 
operative feature, but will approve easy 
mortgage terms. 

Young people are promised more 
and better education by the President 
through a program of federal aid. An aid- 
to-education bill, calling for 300 million 
dollars a vear as a starter, is pending in 
Congress, but is tied up because of a 
dispute on religious features. Under this 
bill, State school systems would receive 
aid from the Federal Government to ac- 
commodate the growing number of 
school-age children, build more schools, 
train more teachers. It still is a question 
whether the measure will be approved 
by Congress this year. 

Officials in the Administration also 
have plans to grant federal scholarships 
to deserving students. This would enable 
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more young people to attend college. 
The scholarship program still is in the 
planning stage, unlikely be adopted 
this year. 

Farmers are promised fair incomes 
and consumers are promised low food 
prices as another of the President’s goals. 
That’s the Brannan plan, proposed by 
the Secretary of Agriculture. Congress 
turned down this plan last year. Most 
farm organizations oppose it. Chances 





are that the plan will be turned down 
again. 

Farm prices, however, will continye 
to be supported by the Government 
through crop loans and the purchase of 
surplus commodities. The Commodity 
Credit Corp. is to get an additional 2 
billion dollars for this activity. And, be- 
fore the year is out, CCC is expected to 
be holding large quantities of wheat, 
corn and cotton, eggs and dairy products, 
Government purchases of hogs also are 
likely. 

American rivers are to be harnessed 
for public benefit if the President gets 
his way on resource development. He has 
a plan for river development that would 
touch every section of the country, with 
the cost running into several billions over 
a period of years. 

Power development is recommended 
for New England and the Northeast 
through the St. Lawrence Seaway project, 
the Passamaquoddy tide-harnessing proj- 
ect and other hydroelectric developments 
in this area. Then the President recom- 
mends a Columbia Valley Authority for 
the Northwest, further development of 
the Colorado River in the Southwest, 
more power developments on the rivers 
of Arkansas, Oklahoma and South Caro- 
lina, and the Central Valley project in 
California. 

Flood-control and navigation im- 
provements are urged for the Missouri, 
Mississippi and Ohio river basins, with 
power development an incidental fea- 
ture. The cost of this project is estimated 
by the President at around 1.5 billion 
dollars. He wants to develop not only the 
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Dollars for the Far East, Latin America, Africa? 
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large rivers themselves, but also their 
tributaries. 

It's a long-term development project 
the President recommends. Congress is 
not likely to do much about it this year, 
but Mr. Truman will continue his pres- 
sure. He foresees a time when the nation 
would have a complete network of pub- 
lic power stations, extending from border 
to border and coast to coast. The Presi- 
dent already has made a start in this 
direction by appointing a Water Re- 
sources Policy Commission, with instruc- 
tions to report not later than Dec. 1, 
1950. 

The picture the President paints of 
America is a country where everyone 
who wants a job has a job; where inde- 
pendent businessmen are thriving, pro- 
tected against the power of monopoly; 
where farmers are assured of a fair return 
from their crops. The nation’s resources 
in soil, water, forest and grassland are to 
be developed under Government pro- 
grams. 

Every family is to have an adequate 
home. Old people are promised incomes 
in their years of retirement. Everyone is 
to have access to medical care. All chil- 
dren are promised an elementary educa- 
tion, and the more gifted ones would be 
sent to college at Government expense. 

All this is to be undertaken without 
any burdensome increases in taxes. 

The glowing prospect painted by the 
President does not stop at the country’s 
borders. He embraces the non-Soviet 
world in his program for development. 

The world, under Mr. Truman’s pro- 
posals, is to benefit izom American 








. . . AS THE CONGRESS PREPARES FOR 1950 
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More free education and medical care? 


wealth, American technology and Ameri- 
can principles of democracy. 

Western Europe is to get continued 
aid under the Marshall Plan. The Presi- 
dent is expected to propose an outlay of 
around 3 billions for European recovery 
in the year that begins July 1. That is 
about 1 billion less than was extended in 
the current fiscal year. Congress probably 
will haggle over the amount the Presi- 
dent requests, but a sizable appropria- 


-—McManigal 


FARMERS .MEET TO TALK THINGS OVER 
Low food prices and high farm incomes? 
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tion is almost a certainty. Western 
Europe also is to receive military aid 
under the Military Assistance Program 
that supports the Atlantic Pact. 

The Far East, Latin America, Africa— 
the underdeveloped parts of the world— 
are on the President’s list for additional 
assistance. Mr. Truman wants U. S. capi- 
tal to be invested in those areas to de- 
velop their resources and improve stand- 
ards of living. Specifically, he wants 
legislation to permit the Export-Import 
Bank to guarantee private overseas in- 
vestments against extraordinary loss. He 
also wants tax laws revised so that in- 
vestors would be encouraged to put their 
money into overseas developments, and 
he wants authority to extend technical 
assistance to underdeveloped areas. Con- 
gress has yet to show any enthusiasm for 
this aspect of the President’s world pro- 
gram. 

World-trade expansion under a pro- 
posed International Trade Organization 
is another plank in the President’s world 
program. This organization would try to 
establish rules of fair practice in world 
commerce. Congress has been as cool to 
this proposal as it has been to his Point 4 
plan to develop backward areas. 

The Truman program, in fact, is likely 
to fall considerably short of enactment 
this year. Republican House Leader 
Joseph W. Martin, Jr., and his colleagues 
are in a strong position to thwart much 
of the program entrusted to Speaker Sam 
Rayburn and his Democratic supporters 
in Congress. But Mr. Truman intends to 
take the issues to the voters next No- 
vember. 
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New Home: Price 
Of Construction 
To Stay Near Peak 


Cost of building a home in 
1950 is to stay high, is inching up 
a bit now. A slump in building 
costs is not in sight. 

Most materials are expensive 
as ever, or more. Some things are 
a little cheaper, but higher prices 
elsewhere offset them. 

Result is that it takes $10,390 
to duplicate a three-bedroom 
house built for $5,000 in 1939. 


Building costs, at the start of 
another boom year in residential con- 
struction, are tending to edge a trifle 
higher, not to slip lower as many 
expected. 

Lumber is higher in price. So is steel. 
Cement prices are firm at a level higher 
than a year ago. Plumbing and heating 
equipment costs about as much as it ever 
did. Paint is cheaper. Labor, however, 
costs a little more than a year ago. And 
new efficiencies in building methods are 
more difficult to realize, as a means of 
lowering costs. 

All along the line demand is strong for 
the things that go into construction. 

President Truman is asking Congress to 
take steps to insure that this demand 
continues strong. He wants a big public- 
housing program. He is asking that credit 
be made easier for people who want to 
build medium-priced houses. He wants 
the Government to make loans to home- 
development co-operatives. There is to 
be no tightening of federal operations in 
the building field. Public works are in a 
rising trend that will not reach a peak 
before 1952 or 1953. 

What that means is added pressure 
against declines in building costs. The 
outlook is best explained in terms of a 
typical house, and the changes in its 
costs, over recent years. 

In 1939, a three-bedroom house, aver- 
age quality, cost about $5,000 to build. 

In 1948, the average cost on that type 
of house rose to $10,735. Costs increased 
even more in many communities. 

Now, houses of the same quality are 
built for about $10,390. 

That traces the rise, and recent dip, 
in the cost of labor, materials, and con- 
tractors’ overhead and profit, on a typical 
dwelling. Not counted are charges for 
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$10,390 |; 


land and other things that are included 
in the total price of a new house. 

A 3 to 5 per cent rise in construction 
costs, during months just ahead, is being 
forecast by some builders. If that predic- 
tion comes true, people who build houses 
in 1950 will find their costs about as high 
as the costs for those who built in the 
summer of 1948, at what appeared to be 
the peak of the postwar price rise. 

Here are the reasons why building 
may cost more in 1950, when most people 
had hoped the cost would be less: 

Materials and equipment are being 
marked up in price, in some cases to an 
extent that will surprise buyers and up- 
set building plans. One type of widely 
used oil burner sells for about 10 per cent 
more than it did last summer. Price in- 
creases on boilers, other heating equip- 
ment, are reported. Manufacturers of 
plumbing fixtures and many types of 
metal goods may raise prices as a result 
of the $4-per-ton increase in steel. 

Basic materials are priced as high or 
higher than they were in September, 
1948, almost without exception. That is 
true for asphalt roofing, brick and tile, 
cement, structural steel, window frames, 
window glass, sand and gravel, plaster 
lath, plaster. Few price reductions are 
found, and they nearly always are minor. 
Insulation board, for example, is down 
2 per cent from a year ago. 

Lumber usually accounts for about 20 
per cent of the total cost of a house. 
Construction lumber started back up 
the price ladder last August, after a 13- 
month decline. The rise since then may 
add $100 or more to the cost of a house 
built in months ahead. Southern-pine 
roofing sells for $80 where it had been 
$70, per thousand board feet. Pine 
boards, No. 2 common, rose $2 per thou- 
sand board feet during the first four 
weeks of the price rise. 


A HOUSE THAT COST 


Costs Still High 
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Wage increases in the building 
trades also may push up the cost of a 
new house this spring. Wage contracts in 
construction generally expire during the 
next few weeks. Increases, for carpenters, 
painters and others, will be small where 
any changes are made. But the extra cost 
will be added by contractors to the price 
for a house. No reductions in wages 
are probable in this tightly organized 
field. 

Higher wages in the lumber industry 
are to affect building costs, too. The law 
making the minimum wage 75 cents an 
hour takes effect in the South in late 
January. That will bolster Southern |um- 
ber prices. In the West, union leaders for 
35,000 woodworkers already have de- 
manded pensions that will cost an esti- 
mated 10 cents an hour, if granted. 
Electrical-equipment manufacturers and 
suppliers of other materials are bargain- 
ing with unions over wage and pension 
demands. 

Savings on costs, from increased 
efficiency, were reflected in 1949 bids, 
builders explain. The slight decline in 
construction prices last year was due 
partly to these facts: There were few 
materials shortages, premium prices, 
labor shortages and troubles like those 
that boosted costs in 1948. But builders 
now warn home buyers not to count on 
much additional saving from efficiency in 
1950. 

People who plan to buy or build new 
houses, in short, are told to pin their 
hopes for savings on lower prices for 
land, possibly some trimming of sales- 
men’s commissions or builders’ profits. 
More inexpensive houses are scheduled 
for 1950, and the Government is going 
to help builders and buyers to finance 
houses. But that will tend to support ac- 
tivity and thus lessen the chance for an 
early reduction in building costs. 
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WHAT THE CENSUS WILL SHOW 


What the 1950 census will 
show: 151 million Americans, 19 
million more than in 1940, and 
most of them better off. 

Biggest growth is in the West 
and in cities. Number of farmers 
is down; older people, young- 
sters, nonworkers are up. Wage 
earners make up a smaller per- 
centage of the population. 

In 1950, females outnumber 
males for the first time in U. S. 


A census of the United States, to be 
taken in April, will show dramatic 
changes in the size and make-up of 
this country. Growth and change in 
the decade from 1940 to 1950 run far 
beyond earlier expectations. 

What the census is to reveal can be 
outlined at this time. In broad terms, 
ceasus results are foretold by official esti- 
mates based upon a sampling technique 
now widely used by agencies of Govern- 
ment. After the census is completed, its 
showing of population, family numbers, 
incomes, home ownership and shifting of 
people is not expected to differ greatly 
from the present estimates. 

A glance backward over these figures 
to 1900 inspired President Truman, in 
his state-of-the-union message to Con- 
gress, to look forward over the next 50 
years. He foresaw an opportunity for vast 
growth in the future on the basis of past 
gains. 

The accompanying chart and Picto- 
gram indicate, within narrow limits, what 
a census actually is to disclose about the 
past, without attempting to project the 
trends of growth and of change far into 
the future. 

Population at the time the census is 
taken in April is to be a little above 151 
million. In April, 10 years ago, it was less 
than 132 million. At that time the experts 
asserted that the country’s population 
growth was slowing, its people aging. 
Instead, 19 million more people—nearly 
half the population of France, nearly the 
population of Mexico—have been added. 
That increase is equal to five cities as big 
as Chicago, Never before have so many 
millions been added in a 10-year period. 
And there is no present sign that the rate 
of growth is slowing materially. 
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Population Boom, 


Males within this population, for the 
first time in American history, are out- 
numbered by females. Male population is 
to be shown as about 75.2 million, or 49.8 
per cent of total population. 

Females will number about 75.8 mil- 
lion, or 50.2 per cent. Ten years ago the 
ratios were exactly reversed. Then there 
were 66.1 million males and 65.6 million 
females. The relative increase in the num- 
ber of women is largely in the older-age 
groups. Women, on the average, now live 
longer than men, whereas in pioneer 
times men usually outlived their wives. 

However, any idea that there is an 
oversupply of marriageable women in re- 
lation to men is not borne out by the 
facts. There is actually a smaller propor- 
tion of unmarried women than ever 
before, 

The problem of age is to be high- 
lighted by the census figures. _ 

Elderly people, past 65, account for 
a bigger fraction of the total population 
than in the past. Ten years ago, persons 
in that group made up only 6.7 per cent 
of the total. This year, they will form 7.5 
per cent. Actual numbers of old people 
have risen sharply—from less than 9 mil- 
lion to 11.4 million. Forecasts are that 
their numbers will rise even more sharply 
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Rise in Family Incomes 


in the future, perhaps to 20 million by 
1975. The reason is that people are living 
longer. 

Young people, under 20, likewise 
have made big gains in numbers, though 
they have just held their own in per- 
centage. Their 1950 count of 52 million 
is 34 per cent of the total population. 
That is exactly the same percentage as 
that for the group in 1940, when the total 
was only 45.3 million. The high birth rate 
of the war and postwar years kept them 
from losing ground, percentagewise. 

People of working age, from 20 
through 64, however, now form a smaller 
fraction of the total than they did in 
1940. In that respect, they have fallen 
from 58.8 to 58 per cent, even while their 
numbers have been increasing by more 
than 10 million., 

Members of the middle group are the 
ones who support most of the people over 
65 or under 20. As individuals in that 
middle group form a smaller and smaller 
fraction of the total, their financial bur- 
den tends to become greater. Thus the 
shift among the age groups is bringing 
with it new problems—what to do about 
old-age pensions and how to pay for in- 
creased costs of educating the young. 

(Continued on page 18) 
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Family numbers have more than 
kept pace with the growth in total popu- 
lation. They are to show a jump of about 
7 million, from 32.2 million in 1940 to 
39.2 million this year. That jump reflects 
the war and postwar boom in marriages. 
Living standards of the average family 
are up, too. 

Incomes have risen, and many more 
families are able to buy and equip homes 
than was the case 10 years ago. Five 
times as many families as before enjoy 
incomes of more than $5,000. Nearly 
four times as many have incomes be- 
tween $4,000 and $5,000. Nearly three 
times as many receive incomes between 
$3,000 and $4,000. Families with in- 
comes of less than $2,000, however, are 
far fewer than in 1940. 

Homes have increased in number by 
8 million in the 10-year period. There 
were 34.8 million dwelling units in 1940. 
Now, it is estimated, there are 42.8 mil- 
lion. Of these, 55 per cent are owner 
occupied, whereas only 43 per cent of 
homes were occupied by owners when 
the earlier count was made. 

Better equipment is found in those 
homes. Bathtubs or showers are available 
in 31 million dwelling units—or nearly 10 
million more than in 1940. Radios give 
enjoyment in 40 million units, against 28.8 
million 10 years ago. But many of the 
homes still lack up-to-date equipment. 

The larger number of families, their 
higher incomes, the increased number of 
their homes, and the need for equipment 
in those homes have combined to boost 
demand for the output of industry far 
above prewar levels. 

Business and emplcyment, in their 
growth, reflect the bigger demand for 
industrial goods. 
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Firms engaged in business are much 
more numerous than before. Manufactur- 
ing firms total over 240,000—an increase 
of nearly 40 per cent above the 1940 fig- 
ure. Trade and service firms total 2.7 
million—an increase of nearly 20 per cent. 

Workers in the labor force number 
about 64 million—or 11 million more than 
were available 10 years ago. Of these, 60 
million now have jobs, compared with 45 
million then. Unemployed number 4 mil- 
lion—half as many as the 8 million out of 
work at the beginning of the 10-year 
census period. 

The work week is shorter, however. 
Only 35 per cent of the employed now 
work more than 40 hours a week, on the 
average, whereas 45 per cent worked 
more than 40 hours in 1940. 

The business picture, in brief, shows 
more goods being produced and more 
workers employed, while many of those 
with jobs do not work as long as they 
formerly did. 

Broad shifts in the way population 
is distributed will be revealed when the 
census figures are totaled. 

Cities and towns are estimated to 
have 123 million people now, or 22 mil- 
lion more than when the last census was 
taken. 

Farms have caly 28 million, a drop of 
2.5 million from 1940, though they ac- 
tually have gained 2.6 million since the 
wartime year of 1945. On a percentage 
basis, the share of the total population on 
farms has declined from 23.2 per cent of 
the total in 1940 to only 18.5 per cent in 
1950. Farm population was 35 per cent 
of the total in 1910. 

Among the regions, population has 
been shifting toward the West. Since 
1940, the Northeast and the South have 


aa 


gained about 10 per cent and the North 
Central States have gained about 12 per 
cent. But the population of the West has 
grown from less than 14 million to more 
than 20 million—a gain of 45 per cent, 
Among the States, California is expected 
to become second only to New York, dis. 
placing Pennsylvania. 

Forecasts of population growth dur. 
ing the next 25 to 50 years are being 
revised upward, as a result of the unex. 
pected increase during the last decade. 
Previously, in the 1930s, experts had pre- 
dicted that U.S. population would in- 
crease slowly and reach a peak at 160 to 
165 million by 1975 or 1980. After that, 
they thought, it would gradually decline. 
Now they are changing their ideas. 

Studying what has happened, they find 
several reasons why the earlier estimates 
have gone wrong. Among these are the 
increase in marriages and births resulting 
from high employment and good wages, 
with an increased feeling of security, and 
the lowering of the death rate resulting 
from medical progress. Special benefits 
and allowances for members and _vet- 
erans of the armed forces and their de- 
pendents also have played a part. 

Looking ahead, the experts now fore- 
see a population of 185 million by 1975 
and of 200 million or more by the year 
2000. If the rate of growth from 1940 to 
1950 should be maintained, population 
would reach 300 million by the end of 
the century. Such an increase is regarded 
as highly improbable, because some of 
the factors causing a boom in marriages 
and births since the war have been of a 
temporary nature. But, whatever esti- 
mate proves to be right, all present evi- 
dence is that the American nation is far 
from dying out. 
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ELECTION-YEAR BATTLES START 


Taft Views Rally Republicans for Campaign 


The other side of the Truman 
program is drawing Republicans’ 
fire. As they see it, it isn’t as won- 
derful as it looks. 

Taft position in Congress may 
set the 1950 campaign tone. To 
him the ‘Fair Deal” is a “hand- 
out state,’ costly, meddlesome, 
probably ruinous. He wants less 
spending, fewer controls. 

He is on middle ground, -be- 
tweenG.O.P. extremists. His stand 
is becoming the party program. 


Running positions are being chosen 
now for the political races of 1950. 
The prize for this year is control of 
Congress and a favored starting place 
for the 1952 contests, when the Pres- 
idency will be at stake. 

President Truman, for the Democrats, 
is sending his congressional leaders out 
with a promisc of good times and a better 
life for all, Government guaranteed. Sen- 
ator Robert A. Taft. of Ohio, a top con- 
gressional spokesman for the Republicans, 
is choosing for his party the theme that 
the Democrats are leading the nation into 
bankruptcy and socialism at home and 
into trouble abroad—not Utopia. 

Republicans are up against a Truman 
program that has great vote appeal. Thev 
are looking for their second election vic- 
tory in two decades. They are divided 
as to tactics and policies. Committees are 
trying to develop something that can be 
called a new Republican program. But 
men who work at the business of getting 
votes say the voters will measure the 
party by the way its elected spokesmen 
deal with issues in Congress. And Sen- 
ator Taft is a power there. 

By many, Senator Taft has come to be 
regarded as “Mr. Republican”. There are 
30 miniature elephants on the mantel in 
his office to illustrate the point. He sym- 
bolizes the middle ground of the party. 

In Congress and in his own campaign 
for re-election, the Senator is trying to 
prepare a line of attack that will attract 
voters who find an appeal in the things 
Government can do, and yet will not 
drive away voters who fear big Govern- 
ment. He is making it plain that the 
party would not take an isolationist line 
on foreign policy, that it would not op- 
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pose every type of welfare proposal, and 
that it would not insist upon an end to 
farm price supports. 

The real position of the Republican 
Party and the majority of its candidates 
shows clearly in the attitude of Senator 
Taft on most issues. Some Republicans 
stand to his left. Quite a few are to his 
right. But, on most issues, the Ohio Sen- 
ator is so close to the middle that when 
Republicans try to find a compromise 
they move into the position 


to governmental expenses. Such a take, 
he feels, is a hindrance to investment 
and cuts down the incentive to earn. 
Senator Taft probably will wind up by 
voting to reduce some wartime excise 
taxes because he regards these taxes as 
inequitable; but he does not like to think 
of the idea because he fears it will have 
to be done at the expense of raising 
corporation income taxes. The money 
must be had from one source or another 





he has held all the time. 

Over all, Senator Taft’s 
position is that the “handout 
state” will not work, that it 
will destroy individual initia- 
tive and freedom, will bank- 
rupt the nation and will lead 
to socialism. The Senator says 
each community should be 
free to decide its own affairs, 
including its welfare policies. 
He demands an economic 
freedom under which busi- 
nessmen can run their own 
businesses and farmers can 
run their farms without Gov- 
ernment controls. 

But the Senator favors 
antitrust legislation to assure 
free competition. He wants a 
program of minimum wages, 
unemployment compensation 
and reasonable price sup- 
ports for farm products, the 
latter as a stopgap against a 
depression. He wants meas- 














ures by which the Federal 
Government will help the 

States and local communities 

to do a better job in welfare. housing and 
education—but with control of these ac- 
tivities left to the States. 

Economy is a main theme of the Sen- 
ator’s program. He thinks Congress can 
trim enough out of the Truman program 
to hold the deficit to about 2 billion dol- 
lars and can bring it back into balance 
in the next year. Like many other Re- 
publicans, he came baek to this session 
of Congress convinced that people are 
anxious about the unbalanced budget 
and more concerned about high spending 
than anything else. 

Taxes. For the time being, Senator 
Taft is holding his fire on taxes. He is 
opposed to any increase. He figures that 
about 25 per cent of the nation’s income 
now is going for federal and local taxes 
and that this is as much as can be turned 
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“NOPE! HE DIDN’‘T GO AWAY’ 


to pay Government expenses, and he 
wants to see an early balanced budget. 

Old-age pensions, an issue brought 
to the fore by recent settlements in the 
steel industry, are regarded by Senator 
Taft as due for an overhauling. He thinks 
the federal plan should be a basic and 
uniform one, tied to a pay-roll tax, but 
entirely disassociated from any plans that 
may be developed privately by indus- 
tries. He will not stand in the way of 
broader coverage or larger old-age pen- 
sions at this time. 

Rent controls are opposed by Senator 
Taft, along with other forms of price and 
wage fixing, rationing or Government 
competition in peacetime. He accepted 
them reluctantly in war as a necessity. 

Civil rights. Senator Taft favors two 
of the three major civil-rights proposals 
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THE PRESIDENT WITH HIS CONGRESSIONAL ‘BIG 4’ 
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(Seated) Mr. Truman, Mr. Barkley; (standing) Messrs. Lucas, Rayburn, McCormack 


sent up by President Truman. He ap- 
proves a federal ban against lynching 
and he would outlaw the poll tax. 

But Senator Taft differs with the Presi- 
dent over the creation of a so-called Fair 
Employment Practice Commission. The 
Senator thinks that such a law would 
bring federal investigators into every 
plant in the country and that the plan 
probably would prove unworkable. In- 
stead, Senator Taft would favor a volun- 
tary plan with a federal agency and 
numerous local boards to encourage and 
foster wider employment opportunities 
for Negroes. 

On the general question of Negro 
problems, Senator Taft regards federal 
aid to education and housing as far more 


beneficial to Negroes than an FEPC 
which, he thinks, has become more of a 
football in politics than a_ workable 
project. 

On world policy, Senator Taft stands 
squarely between such Republican in- 
ternationalists as Senators Arthur H. 
Vandenberg, of Michigan. Henry Cabot 
Lodge, Jr., of Massachusetts, and H. 
Alexander Smith, of New Jersey, on one 
side, and such nationalists as Kenneth S. 
Wherry, of Nebraska, John W. Bricker, 
of Ohio, and William E. Jenner, of In- 
diana, on the other. 

In the main, Senator Taft has gone 
along with the world-policy plans ad- 
vocated by Senator Vandenberg. This 
relationship may continue in the future 
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when Republicans are consulted op 
foreign policy. But Senator Taft may 
break away at any time he feels s9 
inclined. 

Senator Taft favors economic aid to 
Europe, within limits that will not arm 
the economy of the United States. But 
he is opposed to sending arms to Euro- 
pean nations because Russia might re- 
gard this as a warlike gesture. Instead of 
sending arms, Senator Taft would make 
it clear that the United States would go 
to war against any aggression. The Sen- 
ator puts Formosa in the same class as 
Greece. Since the United States sent 
arms to Greece to stop the spread of 
Communism there, he would take similar 
steps in Formosa. More and more, the 
body of Republican opinion is moving 
toward Senator Taft’s view of world af- 
fairs. 

On labor, Senator Taft still thinks that 
the Taft-Hartley Act is a good measure. 
He thinks it tends to equalize the stand- 
ing of labor and management and to 
eliminate special privileges. But the Sen- 
ator agrees that some changes might be 
made in the law. 

The Brannan plan is regarded by 
Senator Taft as “obviously fraudulent.” 
He thinks a moderate and flexible price- 
support program for the farmer is justi- 
fied, and that there should be some floor 
under farm prices to halt a depression. 
But a high and rigid price-support plan 
requires production controls, which the 
Senator opposes. 

Senator Taft would like to see the 
farmer sell more abroad, to find industrial 
uses for farm preducts, and to educate 
the American public to eat more dairy, 
pork, beef, poultry and egg products. 

Welfare programs, Senator Taft be- 
lieves, should be handled by the States 
and the localities. This applies to health, 
education and housing, too. But there 
are States and localities that are not able 
to carry out these responsibilities for lack 
of money. In such cases, he thinks, the 
Federal Government must step in. But he 
would not have the Federal Government 
set standards so high as to destroy the 
incentive of men to help themselves. 

In line with these principles, the Sen- 
ator would have the Federal Government 
aid education in States below the na- 
tional income level, give free medical 
care to those unable to pay for it, and, 
where needed in a crisis, help States to 
provide food. Housing and slum elimina- 
tion, which the Senator has_ backed 
steadily, come in the same category. 

These are the general outlines of Sen- 
ator Taft’s position. They are the fighting 
points of his own campaign for re-elec- 
tion in Ohio. And they are becoming key 
points in an over-all Republican pro- 
gram. They stand in the middle ground 
of Republican opinion. 
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Giant-sized atom bomb, now 
on U.S. drawing boards, raises a 
whole new set of questions. First 
and biggest: Shall U.S. make the 
bomb or not? 

Hydrogen blast, on paper, 
dwarfs past atom explosions. It 
could smash New York, wipe out 
100 square miles, maybe 1,000. 

Cost is a big factor. Building 
the new bomb means 2 to 4 bil- 
lion dollars, plants for a whole 
new atom industry. 


A major decision now is being 
faced by U.S. on whether to try to 
build a new-type atom bomb. The 
new bomb, if successful, would be at 
least 1,000 times as powerful as the 
existing bomb. Its power could be 
multiplied far beyond that. 

The problem is cost. Design for a new- 

style bomb is prepared, in broad outline, 
by the Atomic Energy Commission’s 
weapons laboratory at Los Alamos, That 
fact has been indicated publicly. Yet, if 
the go-ahead signal is given, cost of 
development—in effort, time and dollars 
-will be at least as high as the cost of 
wartime development of the Hiroshima- 
Nagasaki, or uranium, bombs. That de- 
velopment cost 2 billion dollars. 
Military considerations will determine 
whether an effort will be made to build 
the new-style bomb. Its success is not 
assured. Its usefulness has yet to be de- 
termined. The vast new plants required 
would have no peacetime use. Odds are 
that, if the decision is made to go ahead, 
it will be upon a long-time, not an emer- 
gency, basis. 

Principle of the new-type bomb is 
just the reverse of present atom bombs. 
Present atomic weapons get their power 
from splitting of an atom of uranium. The 
new bomb, if made, is to get its power 
from building up hydrogen atoms to form 
the more complicated atoms of helium 
and, in the process, to throw off unused 
particles in the form of energy. That 
process is the one by which the sun is 
thought to get its great heat and energy. 

Theoretically, this hydrogen bomb can 
be made now. In practice, whether it 
tan be made and exploded is still a 
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Hydrogen Bomb: Next Superweapon? 


Plans Ready, But 2 Billion Dollars Is Needed 


question that is having to be answered. 

Basic facts about the new bomb, so 
far as available, are given in essential 
detail through the questions and answers 
that follow. These facts are drawn, with- 
out violating present security regulations, 
from private nuclear scientists and, in 
some cases, from AEC reports. 

Is the idea of a hydrogen bomb new? 

No. The basic principle was known as 
early as 1935. German scientists did 
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have only one size, no more or less. 
Smaller ones won’t explode, bigger ones 
will go off prematurely. But a hydrogen 
bomb, using the atom-combination proc- 
ess, has no limit to its size. 

Just how would a hydrogen bomb 
work? 

In essence, it’s like this: A hydrogen 
atom first must be “fortified” with an 
added neutron in its center, thus creat- 
ing an atom of deuterium, Then two 


ATOM-BOMB BURST 
There is no known limit to its size 


some work on it in wartime. After war's 
end, some atomic scientists in U.S. 
urged that this country shift its efforts 
to development of a hydrogen bomb, but 
the idea was shelved until recently. 

What, in theory, could the bomb do? 

Explosion of the bomb would resemble 
explosion of the Hiroshima bomb, with 
great heat, pressure and radioactivity. 
But there’s no known limit to the size of 
the burst. It could destroy 100 square 
miles, maybe 1,000 or more. 

How does that compare with the 
uranium bomb? 

Extent of the uranium burst is limited. 
Wartime explosions destroyed 2 to 4 
square miles. Theoretical maximum is 
only about 10 times that area. 

What's difference between the two? 

Bombs using the fission process can 


deuterium atoms can be brought to- 
gether under intense heat and pressure 
to create an atom of helium. For each 
helium atom formed, a small amount of 
energy is released from unused electrons. 
This energy, if enough new atoms are 
created, will add up to a gigantic ex- 
plosion in the form of heat, pressure and 
gamma rays. 

Has that process ever been tried in 
laboratory experiments? 

No, not as far as private U.S. scien- 
tists are aware. 

Why hasn‘t someone started develop- 
ment of the new bomb before now? 

Biggest obstacle has been the amount 
of heat needed. It probably will require 
15 million degrees centigrade of heat for 
the process to work. That’s more heat 
than has ever been generated at one place 
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on this planet except for the momentary 
explosions of uranium atom bombs. 

Has that problem been solved? 

The Atomic Energy Commission won't 
say. But there are indications that scien- 
tists at Los Alamos at least have a theory 
which they could try if given enough 
money and equipment for experimenta- 
tion. 

Could the necessary heat be created 
by exploding a uranium bomb? 

Perhaps. That idea, of setting off a big 
hydrogen burst with a normal uranium 
burst, has been advanced tentatively by 
some U.S. scientists working in U.S. 
universities. At this stage, no one can be 
sure it would work. 

How long have Government scientists 
been working on the hydrogen bomb? 

At least for 10 months, probably for 
several years. First official indications 
came last April, when it was announced 
that scientists at the AEC weapons labo- 
ratory at Los Alamos were investigating 
the possible reactions of light elements, 
including hydrogen. 

Would hydrogen, being cheap and 
plentiful, make a lower-cost atom bomb? 

Probably not. The overhead cost of 
setting up new atomic plants would be at 
least as great. And costly materials would 
be needed in each bomb to produce the 
necessary heat. 

How much would development of that 
bomb cost? 

Approximately 2 to 4 billion dollars. 
Only the theoretical paper work has been 
done thus far. A whole new network of 
atomic plants, similar to those built by 
the U.S. atom-bomb project in wartime, 
would be needed. And unforeseen com- 
plications could raise that cost even 
higher. 

Why do we need a more powerful 
bomb? 

Officials who make U.S. policy aren’t 
sure that we do. They are now weighing 
the military and psychological advan- 
tages of a far bigger bomb against its 
probable high cost. 

Could it destroy, say, all of New York 
City? 

Yes, easily. It could replace half a 
dozen uranium bombs for an undertak- 
ing like that. 

Could a hydrogen bomb wreck two 
cities, such as Chicago and Detroit? 

No, you still would need two bombs, 
unless the cities were close together. 
Even 1,000 square miles is only an area 
about 30 miles long, 35 wide. 

Theoretically, could it destroy a whole 
area like New England? 

No. Even if the explosion were power- 
ful enough, the bomb could not be ex- 
ploded at a high-enough altitude to cover 
thousands of miles of the earth’s curved 
surface. That’s true at the present stage 
of aircraft and missile development. 
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—Art Streib 


On paper: A bomb 1,000 times as destructive 


In peacetime, could it blow up moun- 
tains or dig canals? 

Like the uranium bomb, its radioac- 
tivity would make it too hazardous and 
inefficient as a peacetime explosive. 

Is it useful for anything but bombing? 

No, it would have no other use as far 
as scientists now can predict. 

How about its value as a psychologi- 
cal weapon? 

That’s another story. If Russia were to 


develop a hydrogen bomb, it would be 
an added threat in the “cold war,” so 
that the incentive for U.S. to develop one 
would be increased. 

Who will decide whether U.S. will 
develop the new-type bomb? 

The decision, one way or the other, 
must be made by President Truman. But 
Congress retains veto power, could with- 
hold funds for anv _ hydrogen-bomb 
project approved by the President. 





ATOMIC PLANT—1950 
A hydrogen bomb would require whole new factories 
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U.S. DRAWS A NEW LINE IN ASIA 


Reported from WASHINGTON and TAIPEH, FORMOSA 


Real meaning of U.S. decision 
fo stay out of Formosa is to draw 
anew line against Russia in the 
far East. 

Most of China is written off as 
Communist territory. Despite pres- 
sure, Chiang Kai-shek’s chances 
of help are about gone. 

Object now is to strengthen 
Japan, encourage India, Burma, 
others, try to hold the Communists 
inside China‘s borders. 


U.S. policy in the Far East is fixed 
to follow a line laid down by Presi- 
dent Truman. From now on out, U. S. 
policy is this: 

The island of Formosa, as U.S. sees 
it, is just another province of China and 
may be expected to go, as the Chinese 
mainland has gone, to the Communists. 

Generalissimo Chiang Kai-shek’s Na- 
tionalists will get no U.S. military or 
naval assistance in their effort to de- 
fend Formosa. U.S. view is “hands off.” 

Communism in Asia is to be contained 
within the borders of Communist China, 
including Formosa, and within the East- 
em portion of the Soviet Union and its 
satellite, Northern Korea. That, at least, 
is to be the aim of U.S. policy. 

Countries bordering the Soviet sphere 
in Asia, such as India, Pakistan, Burma, 
French Indo-China and Southern Korea, 
are to be encouraged in their resistance 
to Communism. Japan, fairly soon, may 
be free to trade with Communist China, 
easing the burden of supporting Japan 
uow placed on the U. S. taxpayer. 

This over-all policy emerges from the 
statements of President Truman and Sec- 
tetary of State Dean Acheson on U.S. 
attitude toward the Chinese Nationalists 
on the island of Formosa. These state- 
ments were made in answer to criticism 
of Administration policy in the Far East. 

All of mainland China, a vast country 
of about 460 million people, already is 
written off by U.S. as lost to Chinese 
Communists, Russia’s friends. What is 
left for Nationalist China is little more 
than the relatively small island of For- 
mosa containing only 7.5 million people. 
Now it is to be considered expendable too. 

Briefly, in the midst of the storm over 
U.S. policy toward Formosa, there 
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seemed to be a chance that the Adminis- 
tration contemplated an attempt to shore 
up Chiang in his last-ditch stand on 
Formosa against the Communists. The 
U.S. Pacific Fleet was strengthened as 
Chiang asked for aid. Then, as the 
furore over Far Eastern policy rose still 
higher, President Truman and Secretary 
Acheson nailed down U.S. strategy. 

U. S. policy in the Far East will fol- 
low these lines: 

What Chiang won’t get for the de- 
fense of Formosa is help from the U.S. 
Navy, a U.S. military mission, or ad- 
ditional U.S. money for arms and mili- 





Senator William F. Knowland, a Cali- 
fornia Republican, and other leaders, in- 
cluding former President Herbert Hoover, 
urged that the U.S. send a military mis- 
sion to help Chiang in Formosa and that 
the U.S. Navy, if necessary, help Chiang 
defend the island. 

U.S. policy elsewhere in the world 
became involved. The British, for ex- 
ample, were critical of what British news- 
papers called a “vacillating U.S. policy” 
in China. Both Conservative newspapers 
and those supporting the Labor Gov- 
ernment charged that U. S. indecision on 
Formosa was playing into Russia’s hands, 
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SENATOR KNOWLAND POINTS TO FORMOSA 
The State Department sees it differently 


tary supplies. This decision, stated by 
President Truman, brought an end to a 
long campaign by Americans who still 
wanted to bet on Chiang, despite his rout 
from the mainland. 

General of the Army Douglas Mac- 
Arthur, for example, wanted U. S. action 
to keep the Chinese Communists out of 
Formosa. He fears that the island’s 70 
Japanese-built airstrips and its small but 
modern ports may be handed to Russia 
if the Communists take over. He sees 
Formosa, its capital only 457 air miles 
from Baguio in the Philippines, 400 miles 
from Okinawa and 780 miles from Japan, 
as a real threat to the arc of U. S. defenses 
in the Pacific. 

Back in the U. S., General MacArthur’s 
views became the rallying ground of 
critics of Administration policy in China. 


cementing the Soviet alliance with Chi- 
nese Communists. One British newspaper 
warned Americans that “the Communist 
tide cannot be kept out with a broom.” 
Another said that the “U.S., having 
washed its hands of Chiang Kai-shek, 
now is trying to unwash them.” Britain’s 
own policy, following recognition of Com- 
munist China, is to look toward a settle- 
ment with the Communists on the 1.5 
billion dollars’ worth of British invest- 
ments in China. 

All this free advice from critics of Ad- 
ministration policy and from allies of the 
U.S. abroad brought Mr. Truman’s blunt 
statement that his Government “will not 
pursue a course which will lead to in- 
volvement in the civil conflict in China.” 

What Chiang will get from the U.S., 
at best, is mild encouragement in the 


23 








U.S. News & World Report 





NATIONALIST: * PESCADORES is. 


pons 


“4 


China Sea 


WHAT IS LEFT 


. 13.906 Sq. Miles 
Population: 7,500,000 _ 








aim 





form of continuation of Marshall Plan 
economic assistance already earmarked 
for China. There is about 100 million 
dollars left of these funds. In addition, 
the President said that “the resources 
on Formosa are adequate” to enable 
Chiang to buy what he considers neces- 
sary for the defense of the island. In 
other words, Chiang can shop around for 
arms with what he has left of his own 
hard cash, and with what he can earn 
by the sale of the exports of Formosa, an 
island rich in rice, sugar, tea-and cam- 
phor. But President Truman does not in- 
tend to have the U.S. pour more good 
money after the $3,014,400,000 in mili- 
tary and economic aid given to Chiang’s 
Nationalists since V-J Day. 

What U. S. policy means, to the 
countries of the Far East, is this: 

Nationalist China faces a dark future. 
Officially, Chiang still holds the island 
of Hainan, south of Formosa, and a num- 
ber of smaller islands such as the Chou- 
shan group south of Shanghai and the 
Pescadores group in the Formosa Strait, 
in addition to Formosa itself. But this 
little island empire is weakened by the 
same internal troubles that cost the 
Nationalists the whole of the mainland. 

Hainan, for example, already is half 
occupied by Communist guerrillas and is 
likely to fall to the first attack from the 
mainland, less than 15 miles away. The 
smaller coastal islands depend for their 
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defense mainly on Chiang’s Navy, and 
many of his warship captains appear to 
be more interested in the profits to be 
obtained from smuggling as privateers 
than in the war against the Communists. 
On Formosa itself, some 6 million native 
Formosans already have rebelled once 
against Chiang’s 1 million mainlanders 
and are not likely to give Chiang’s loosely 
organized army of 300,000 much help 
against a Communist attempt to invade 
the island. 

At best, Chiang’s forces may be able to 
hold Formosa for a few months. The Na- 
tionalists hope that continued Marshall 
Plan aid, mainly in fertilizer and farm 
machinery, will please Formosans. Chiang 
still wants to turn Formosa into “the 
show place of Asia” and then to use the 
island as a base for the reconquest of the 
mainland. But, without U.S. help, his 
chances of defending Formosa are slim. 

Communist China, the winner on the 
mainland, now is out to take Formosa in 
1950. Troops and landing barges already 
are assembling on the mainland side of 
the Formosa Strait, 100 miles of choppy 
water. For the Communists, recognition 
of their Government by India, Burma, 
Pakistan and Britain and the U.S. Gov- 
ernment’s refusal to become involved 
with Chiang in Formosa means that the 
West is ready and willing and soon may 
be eager to trade with Communist Chi- 
nese, writing off the Nationalists. 


© 1950, By U.S. News Pub. Corp. 


Japan, for example, is in the midst of 
a drive to sell its exports overseas. China, 
normally Japan’s biggest market, has been 
out of bounds for Japanese exporters. 
The Japanese feared that, if the U.S. 
got involved in Formosa, their trade with 
the Chinese mainland would be _per- 
manently out of bounds. Now they are 
hoping to resume trading soon. 

Other countries on China’s borders 
and deeper in Southeast Asia are expect- 
ing the U.S. Government, which failed 
to draw the line against the Communists 
at Formosa because it was a part of 
China, will fix the line against Commu- 
nism on China’s borders with India, 
Burma and French Indo-China. 

To sum up U.S. policy as 
clarified: 

Formosa is written off. U. S. Marshall 
Plan aid will be economic—oil, fertilizer, 
farm machinery, food—and will continue 
as long as Chiang holds out. Chiang may 
hire retired U.S. Army officers or Army 
Reserve officers to advise him if he likes, 
but there will be no military mission to 
Formosa as to Greece. Chiang, militarily, 
is on his own. 

Communism in Asia is to be confined 
if possible to China, including Formosa. 

In the U. S., Republican critics of Ad- 
ministration policy may make defense of 
Formosa an issue for the 1950 congres- 
sional elections. But Chiang may not be 
able to hold Formosa that long. 
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How to make everything tick 
on time is Russia’s problem. Con- 
tol from the top keeps bumping 
into troubles here and there. 

Heat is on Russian publishers 
now. Books don’t come out on 
lime, magazines are late, plan- 
ners can‘t get what they want. 

Official criticism, maybe the 
start of a shake-up, is growing. 
ltshows the headaches in operat- 
ing a planned economy. 


Troubles keep bobbing up in Rus- 
sia, where the Government has taken 
m the task of running everything 
fom family life and morals to the 
making of steel. 

Every now and then some of the prob- 
lems of a system in which all decisions 
filter down from the top come to light. 
When they do, it usually is a prelude to 
a purge of planners and managers. The 
result is like a company reorganization 
or wholesale firing in this country. 

Right now it is the turn of the editors 
and publishers in the Soviet Union. Of- 
ficial newspapers—those that speak for 
the Government and the Communist 
Party—are criticizing book and magazine 
publishers for everything imaginable. The 
heat is on them, and what the official 
press says about this one small segment 
of the Russian operation shows some of 
the troubles of a planned economy. 
Difficulties for the publishers are com- 
ing not from the fact that their customers 
are not buying,. but because the top 
plans are out of kilter. In the U.S. or 
other Western countries, industries pro- 
duce to please the buyer. They turn out 
goods for the market, and if the market 
disappears they don’t make money on 
that particular venture. In Russia, every- 
thing is turned out according to plan. 
Complaints come not from the buying 
public but from the official planners. 
Russian publishers and editors got into 
trouble because the plan isn’t working. 
Some magazines are coming out months 
behind schedule. Some are skipping is- 
sues altogether. Some books ordered six 
years ago are not off the presses yet. 
Russians haven’t been able to buy a dic- 
tionary for six years. There is no such 
thing as a modern Russian cookbook. 
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Latest Worry: Wrong 


A close look at the difficulties of 
Russia’s publishing industry is provided 
by articles now appearing in Pravda, 
Izvestia and other official publications. 
Translations are from the Current Digest 
of the Soviet Press, published by the Joint 
Committee on Slavic Studies, a private 
group of American researchers. 

Book publishers are in trouble for 
everything from their selection of manu- 
scripts to the means they use for getting 
new books into circulation. Pravda re- 
ports that, since the Revolution, 900,000 
titles have been published in 11 billion 
copies. Works by Lenin and Stalin are 
printed in editions of 500,000 copies. But 
this massive record is not enough to 
spare publishers from official censure. 
Says the Literary Gazette: 

“In the matter of publishing and dis- 
tributing books there exists an intolerable 
lack of co-ordination and at times a lack 
of planning... . 

“Eight million reader requests for D. 
Ushakov’s dictionary have been collected 
by the bookselling network. This book, 
necessary to every literate person, was 
last published in 1944 in 100,000 copies. 
There is no dictionary on the market. 
Nevertheless, the Publishing House for 
Textbooks and Educational Literature 
does not expedite its publication. 





SOVIET PRESS TIME 


...a matter for Government concern 


—Sovfoto 


Can‘t Run Everything, Kremlin Finds 


Books, Late Magazines 


“The reader demands books on the 
upbringing of children; the reader seeks 
works of history, philosophy and political 
economy. Equally necessary are an in- 
struction book for beginning automobile 
drivers and electricians, and a cookbook. 

“The absence of such books is the re- 
sult not only of ignorance on the part of 
publishing houses of the true needs of the 
reader, but also of indifference, inflexi- 
bility, poor work by editorial councils and 
careless and injurious habits in counting 
upon the fortuitous submission of manu- 
scripts. 

“For example, while the teacher waits 
vainly for primary school textbooks . . . 
or a manual for teaching arithmetic, the 
Publishing House for Textbooks and Edu- 
cational Literature inundates the book 
market with 500,000-copy editions of 
. .. V. Dogel’s ‘Course in General Para- 
sitology.’ ” 

Pravda says that the Kirghis State 
Publishing House brought out a book on 
the administration of collective farms, 
then promptly cut up the entire 5,000- 
copy edition for wastepaper because, be- 
latedly, errors were discovered in the 
text. 

Distributing books is as much a prob- 
lem as getting the right ones published. 
In Russia, books saies, like book pub- 
lishing, are controlled bv the Government. 
Dealers are licensed. But Pravda is impa- 
tient over the zeal with which some book 
agents go at their task. It recently criti- 
cized a book lottery held in the city of 
Vilnius in which everyone buying a ticket 
received a book as a prize. Says Pravda: 

“A young 10-year-old receives his 
‘prize, a book entitled ‘How to Educate 
Children up to Three Years of Age.’ A 
teacher receives a voluminous pamphlet, 
‘How to Raise Combine Productivity.’ 
What is a combine to her and what is she 
to a combine? 

“Oh, blind lottery chance! It gives a 
bachelor a book of tales ‘for preschool 
children. It awards a kindergarten girl a 
booklet published to aid those who at- 
tend political schools, and cheers an 
elderly housewife with a manual on 
smelting iron. 

“How many lost out in this ‘lottery in 
which you cannot lose,’ organized by un- 
scrupulous book dealers and carelessly 
sanctioned by the Vilnius City Soviet and 
the city Party Committee! 

“A sad picture, comrades.” 

Magazines and their editors are be- 
ing criticized, too, for the slipshod 
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BUYING ‘PRAVDA’: IT IS CRITICAL OF OTHER PAPERS 
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BOOKSTORE: ‘THERE IS NO DICTIONARY ON THE MARKET‘ 
... ‘Asad picture, comrades!’ 
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manner in which issues of popular pe- 
riodicals seem to appear more on whim 
than on any set schedule. Recently the 
official magazine Culture and Life had 
this to say: 

“The editors of the magazine Propa- 
gandist and Agitator, published by the 
Chief Political Administration of the 
U.S.S.R. Armed Forces, display an ir 
responsible attitude toward their tasks 
. . . Not a single issue of the magazine 
appeared on time this year. 

“Subscribers received January issues of 
this biweekly in February, April issues 
in May, August issues in September. 

“Unfortunately, such facts apply to 
other magazines as well. The three final 
1948 issues of the magazine Questions of 
Economics did not appear until the next 
year. The July issue was sent to sub 
scribers in September... . 

“The monthly Questions of History is 
issued with great delays . . . The readers 
learned from reading the magazine in 
September that a session of the History 
and Philosophy Division of the U.S.S.R. 
Academy of Sciences was held at the be- 
ginning of March.” 

Newspaper publishers work under 
a double hazard in Russia. They not only 
have to please their readers, they have to 
satisfy the editorial staff of Pravda, which 
speaks for the Government. Pravda runs 
a regular column criticizing the work of 
other newspapers. Recently it com 
mented: 

“The columns of Trud [a newspaper 
for workingmen] widely publicize the 
role of the editors in starting innovations. 

“Too widely, as a matter of fact. The 
pages of the paper are excessively bur- 
dened with data on measures taken by 
the editors . . . The paper quotes itself 
in its own editorials without any sense 
of proportion. It seizes every possible oc- 
casion to advertise itself. It has lost the 
elementary feeling of modesty.” 

Small-town editors have troubles of a 
different sort. One in Odessa Province, 
for example, recently received orders 
from a party functionary to send three 
of his staff members to a collective farm 
to help with the wheat harvest. What 
with vacations, illnesses and other things, 
the staff consisted of himself and two 
printers. To help in the harvest would 
mean skipping an issue of the paper. He 
tried to get out of it but the secretary of 
the district party committee told him to 
show up unless “you're tired of working 
as an editor.” 

Official criticism such as that now 
being aimed at publishers is a frequent- 
ly-used device in Russia to jack up indi- 
vidual industries. Every time it is used, 
it brings out into the open the troubles 
the Kremlin keeps bumping into in trying 
to run every phase of Russian life from 
the top. 
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| Like to be Sold / 


Like the housewives who daily line his 
counters, this meat retailer is looking 
for the best “buys” for his money. 


In between customers, the meat dealer 
listens to from 5 to 15 or more pack- 
er’s salesmen every week. He compares 
quality, prices and values—orders from 
the packer where he gets the best deal. 


This week, for example, he may find it 
to his advantage to buy hams and bacon 
from one packer, fresh pork and sau- 
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sage from another, beef and lamb from 
still another. Next week, entirely differ- 
ent packers may get the business. 


The meat dealer buys carefully because 
he has to match or better the values of 
the store around the corner. And keen 
competition for the retail dealers’ busi- 
ness by the country’s 4,000 meat packers 
helps keep meat moving from farm to 
table at a lower service cost than almost 
any other food. 


American Meat Institute 


Headquarters, Chicago . 


Members throughout the U. S; 














Case History 


Union Pharmaceutical Company 


Air freight flies new 








miracle drug to market! 


How do you get nation-wide distribution 
for a new product almost overnight? 

Union found the modern answer: air 
freight! Within a few days, it placed 
samples of Inhiston—the new antihista- 
mine cold preventive — in the hands of 
30,000 druggists across the country. As 
demand for the new product skyrocketed, 
air freight was being used to rush addi- 
tional stocks to retailers. 

Introducing a new product such as 
Inhiston is just one of the many ways 
air freight is serving progressive business 
firms today. 

For, by the regular use of air freight, 
it is also possible to save marketing time. 
reduce inventories, expensive packaging 
and breakage, and cut inventory-in- 


transit charges. The further advantage of 
being first in market with new styles and 
new products is well known by smart 
merchants. 

You may be surprised to learn that air 
freight rates, in some cases, may be even 
less than rates by rail express. And wait- 
ing to serve you today via the world’s 
leading air carriers are fleets of Douglas 
DC-4s, each capable of transporting up 
to 18,000 Ibs. 

Soon huge Douglas DC-6As carrying 
up to 30,000 pounds of payload on even 
faster schedules will be available. Call 
the air carrier nearest you for complete 
information on how to ship by air freight 
and save money. And for swift modern 
business travel—go by air! 
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MORE FREIGHT FLIES MORE PIACES BY 2OUGIA 
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>> As a result of U.S., British decisions on China..... 

Britain is assuming the lead in Asia, charting a course for the West. 

U.S., at least for the time being, is a follower. 

U.S.-British split over recognition of Chinese Communists is temporary. 
Ultimately, U.S. is to recognize Communist China, too, ditch Chiang Kai-shek. 
U.S. has been trending that way for months. It's just a matter of timing. 

Significance, the fact that will become clear after the shouting over China 
dies down, is that Britain isn't hanging on to Uncle Sam's coattails at all 
times. It's apparent in London that Britain now feels strong enough to question 
U.S. leadership, to oppose U.S. openly in protection of British interests. 








>> Britain's independence, tendency to go her own way, seems to be growing. 
Rejection of World Bank loan is another example. Britain is to go without 
dollars to develop Africa rather than accept Bank's terms for a small loan. 
U.S. of Europe, a U.S. idea, gets the cold shoulder from Britain. 
U.S. control of A=-bomb is resisted by Britain. British officials insist 
on right to stockpile some bombs and on full exchange of atomic information. 
U.S. restrictions on arms aid are objected to by Britain, then softened by 














the U.S. So Britain is to have more freedom in using U.S. military gifts. 

Trade with Soviet bloc is still another issue on which U.S. and Britain do 
not see eye to eye. U.S. policy of clamping down on exports to Soviet areas 
doesn't jibe very well with British machinery exports to Russia, or Hong Kong's 
trade with Communist China. So British are challenging U.S. on this issue, too. 

These are just a few of the issues on which Britain is tangling with U.S., 





beginning to show more and more independence, despite a need for dollars. 


>> Risks are involved, even when U.S.-British splits are temporary. 
In Asia, fact that Britain recognizes Communist China while U.S. doesn't, 
shatters a solid front. This gives Russia a temporary advantage to exploit. 
In Europe, chances for another big appropriation for European recovery 
program are hurt. Some in U.S. Congress, angered by British recognition of 
Chinese Communists, want to cut Britain out of the program altogether. 


But, to British, these are calculated risks. They expect to win on them. 


>> People in London can't understand why U.S. has worked up such a lather 
about China. To most Britons, policy of recognizing Communist China is the 
obvious course, the only practicable one. Everybody--Socialists, Tories, the 
press--seems agreed on this. It's not a party issue. Back of this unanimity-- 
Hong Kong is one factor. As a trade outpost, it's a valuable source of 
(over) 
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income to Britain. Prestigewise, it's one of the few pieces of real estate left 
to Great Britain in Asia. London figures its only chance to stay there is to 
recognize the Communist Government of China, be ready to deal with it. 

British investments in China, worth about 1.5 billion dollars, are at 
Stake. The British expect the Communists to confiscate foreign property, but 
figure their chances of salvaging at least something from the wreckage will be 
better if London and Peiping have diplomatic relations. 

British Dominions also are having something to say about British policy on 
China. India and Pakistan were among the first to recognize Communist China. 
They're next door to the Communists, have to get along with them. Britain pre- 
serves Commonwealth unity by going along with the Dominions on recognition. 








>> Actually, Britain was all set months ago to recognize Communist China. 

Talks in Washington, last September, made this plain. Secretary of State 
Dean Acheson then urged Ernest Bevin, Britain's Foreign Secretary, to postpone 
recognition, if possible to wait until U.S. and Britain could act together. 

But two or three things came along to upset this timetable. 

U.S. officials in China, for one thing, were insulted, jailed, maltreated. 
U.S. couldn't even talk about recognition until the memory of these incidents 
had faded. British officials, meanwhile, were left alone by the Communists. 

Chiang Kai-shek, at the same time, refused to quit, remained to embarrass 
a U.S. State Department that had expected to be rid of him long since. Britain 
had never been as close to Chiang, didn't worry about breaking with him. 

Flare-up over Formosa then came along to make it clear that anti-Communist 
feeling in U.S. was too strong to permit U.S. recognition of Communist China just 
yet. U.S. would have to wait a while, let Britain go ahead. 

U.S.-British difference is not between Acheson and Bevin. Only difference 
between them is one of timing. Real difference is between British and the U.S. 
Senators who oppose recognition, favor giving more aid to Chiang. 

But Britain, not U.S., is setting China policy for the West at the moment. 

















>> Britain's differences with the World Bank over dollars for Africa are an 
additional illustration of what looks like growing British independence. 

What Britain wanted was a series of relatively small loans--5 million 
dollars to begin with--in order to develop African farms, mines, roads. First 
installment was to buy U.S. road-building machinery, heavy tractors. 

What Bank asked was about what it asks of all borrowers--the right to see 
how the money is used, inspect the books, make sure the money will be repaid. 

One difficulty, however, was that Britain objected to being treated like 
just any borrower, like a small nation whose credit may be dubious. 

Bigger difficulty lay in the Bank's insistence on the right to inspect the 
books and records of Britain's Colonial Development Corporation. To the Brit- 
ish, this looked like the right to snoop into every British activity in Africa. 
As it is, Britain is nervous about interference, competition in British Africa. 














>> In addition, Africa is a sore spot with British Socialists just now. 

Pet scheme, to produce 600,000 tons of peanuts a year in Africa, saving on 
Gollar imports of fats and oils, has bogged down. After two years, the output 
is barely visible. Project records, moreover, are in confusion. This may help 
to account for British sensitivity on World Bank audits of African projects. 
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LEIPZIG, GERMANY 

RAVELERS IN EUROPE soon may be 
Foing again the red-bound Baedeker 
guide, without which few visitors of 
former years dared venture into the in- 
tricacies of Europe’s railways, hotels, 
restaurants, cathedrals, castles and mu- 
seums., 

Karl Baedeker, Publishers, is back in 
business. An Allied air raid in December, 
1943, wiped out the main offices and 
most of the files of the Baedeker firm in 
leipzig. But 75-year-old Hans Baedeker 
has started operations again. 

Unfortunately for the present Mr. 
Baedeker, whose grandfather founded 
the firm 122 years ago, Leipzig is in the 
Russian zone of Germany. The Russians 
ad the German Communists who now 
mn East Germany are not noted for en- 
couraging international travel. In these 
circumstances, it seemed worthwhile to 
call upon Mr. Baedeker. But first I 
stopped at a book store to ask for a copy 
of his initial, and so far only, postwar 
product, “Baedeker’s Leipzig” in German. 
‘Tm sorry,” said the young lady be- 
hind the counter, “but we don’t stock 
those any more.” She looked around the 
store quickly, then whispered, “We had 
quite a supply and they sold very well, 
but a few months ago the police came 
and took away all our remaining copies.” 
A few minutes later, at a newsstand a 
block away, I spotted a copy and asked 
how the banished book happened to be 
on disnlay. 

“Oh, that,” laughed the bent old lady. 
‘That’s all over. The Ivans were an- 
noved because the first edition showed 
where the Soviet Kommandantura was. 
But the page has been reprinted.” There 
were other changes, marking this volume 
apart from its prewar predecessors. The 
preface, for example, is written by the 
Communist Mayor of Leipzig, whose 
wonsorship evidently made publication 
possible. 

Baedeker’s postwar “Leipzig” does not 
indicate by asterisks the best hotels and 
restaurants. But this is just as well. Most 
of Leipzig’s better hotels and restaurants 
are in ruins. Others are operated by the 
Government or the Soviet travel agency, 
Intourist, in a manner that the prewar 
Baedeker would have termed “shocking.” 
The volume’s brief history of Leipzig 
includes some items no prewar Baedeker 
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Baedeker’s Postwar Guide Not Too Welcome in Soviet Germany 
Until Editors Included Story of ‘Class Warfare’ and Socialism 


Reg. U.S. Pat. Off. 


would have mentioned. The book dis- 
cusses the history of German. trade- 
unionism, the Socialist Party and the 
unfolding of “class warfare” in Leipzig. 

Otherwise, the new Baedeker, like the 
old, is dry, matter of fact, packed full of 
the most assorted detail to aid the busy 
traveler. It gives the measurements of 
church spires, the number of books in 
each library, the hours and fees of art 
galleries and concert halls. But there is 
no advice this time on how much to tip 
the porter. Tipping is frowned upon in 
the Soviet zone. 

Thus primed, with Baedeker in hand, 





I called at the combined apartment and 
office of Hans Baedeker. There, as I 
awaited the editor, I was brought sev- 
eral old red-bound volumes. 

One of the volumes was Baedeker’s 
“Russia, with excursions to Teheran, Port 
Arthur and Peking,” published in 1914. 
Thumbing through it, I discovered that 
“the taking of photographs near for- 
tresses is naturally forbidden; and even 
in less important places the guardians of 
the law are apt to be overvigilant.” 

A 1909 edition on “The United States” 
said that “the comfort of an American 
hotel is much more likely to be in the 
direct ratio of its charges than is the 
case in Europe,” and that “prices gen- 
erally have an upward tendency.” 

Mr. Baedeker told me that the first 
Baedeker, “The Rhine,” in German, was 
brought out in 1827. Within the next 
hundred years, it went through 33 edi- 
tions in German, 18 in English and 
others in French. 

Baedeker in the French language be- 
gan in 1846. English-language guides 
were first published in 1860. The first 
guide to a foreign country, Belgium, was 








round the World. Z 


published as early as 1830. Holland and 
Switzerland were next. The Swiss guide, 
one of the most popular, has gone 
through 36 editions in German, 27 in 
English. 

All in all, more than 2 million volumes 
have been sold since the founding of the 
firm. Karl Baedeker died in 1859, and 
his son Fritz in 1872 moved the firm 
from Coblentz to Leipzig, the center of 
the book-publishing trade in Germany 
until the end of World War II. 

Baedeker’s staff of editors disinte- 
grated after the war. In preparing the 
postwar Leipzig guide, Hans had to go 
back to the technique used by his grand- 
father, Karl. The old man, still vigorous, 
toured the city endlessly on foot or on 
bicycle, gathering all his material him- 
self. More than 40 per cent of Leipzig’s 
buildings had been destroyed. It was im- 
possible merely to revise the prewar 
guide to Leipzig. A completely new book 
had to be written. 

Similar work must be done to get out 
postwar editions of other Baedeker 
handbooks. But travel for Germans, par- 
ticularly East Germans, is still too diffi- 
cult for the firm to re-establish quickly 
the former scale of its activities. 

A former Baedeker editor is publish- 
ing a guide in Stuttgart, in the U. S. zone 
—the first to be printed outside Leipzig 
since 1872—and a nephew of Hans Bae- 
deker is to publish a guide in Hamburg. 

The Russians and the East German 
Communists are hesitant about the re- 
vival of the Baedeker firm in Leipzig. It 
is possible, however, that their attitude 
might be somewhat different if they 
knew of the service a Baedeker guide 
once performed for international com- 
munism. 

Matyas Rakosi, Communist boss of 
Hungary, tells the story of how a Bae- 
deker guide saved his life ‘in Mussolini’s 
Italy after World War I. Rakosi, a Com- 
munist organizer at the time, was caught 
in a police dragnet thrown out after a 
raid on an underground Communist 
meeting. 

A warrant was out for Rakosi’s arrest. 
But, instead of showing his passport, 
Rakosi held up a red-bound volume of 
“Baedeker’s Italy” and protested volubly 
in English. To the police, this identified 
him positively as a British tourist. They 
apologized and let him go. R. K. 
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THE RIGHT OBJECTIVES 
BUT THE WRONG MEANS 


By DAVID LAWRENCE 


President Truman, in his message on “the state 
of the union,” describes in glowing, hopeful phrases 
the goals of modern life—as far away as 2000 A.D. 
He says the state of the union was good a year ago 
and that it “continues to be good.” He boasts that 
“we have met and reversed the first significant 
downturn in economic activity since the war.” 

But what are the facts? Is a nation really in good 
condition when it has a 257 billion dollar debt that 
is climbing at the rate of four or five billions a year, 
with no intention manifested as yet of paying off 
that debt? 

Is an economic downturn met when the Govern- 
ment pours billions into the economic stream and 
doesn’t heed the warnings of history about nations 
that live beyond the means of governments to col- 
lect enough taxes to pay for its spending? 

Is an era in which every economic group is out 
to get the most it can for itself an era which we can 
contemplate with serenity or confidence? Does it 
indicate anything that can honestly be called “sta- 
bility”? 

Mr. Truman says: 

“In the world today, we are confronted with 
the danger that the rising demand of people 
everywhere for freedom and a better life may 
be corrupted by false promises of commu- 
nism.” 

Let us substitute for “communism” the word 
“materialism.” 

Isn’t it true that in the United States the rising 
demand of the people for “a better life” is actually 
being corrupted by the false promises of material- 
istic politicians? 


The President’s message reveals the very 
hypocrisy which has corroded our political mo- 
rality. Again and again, for example, he points to 
the dangers of “monopoly.” But not a word does 
he say about the nation-wide monopoly exer- 
cised by the coal miners’ union which controls and 
regulates the production and hence the price of 
coal. Nor is there a single phrase condemning the 
industry-wide bargaining monopolies which have 
forced wage increases and hence price increases. 

The President speaks of a “fair distribution of 
our increasing prosperity among all the great 
groups of our population.” But he ignores alto- 


gether the fate of the fixed-income segments of our 
population. They have suffered as price levels have 
been forced recklessly upward. 

Mr. Truman refers to the present labor-manage- 
ment law as “one-sided” and urges that it be re- 
placed with a labor law which shall be “fair to all.” 
Everyone who knows the situation recognizes such 
a statement as political buncombe. The bill which 
Mr. Truman advocates would set the clock back 
to the one-sided labor law enacted 15 years ago 
and increase monopolistic power among the unions 
and bring a wave of work stoppages. 


The President is right when he says that 
“the Government has a special responsibility to 
help create and maintain the conditions which will 
permit the growth we know is possible.” 

But the Truman policies will not create those 
conditions. They are not designed to keep America 
solvent or economically enterprising. They would, 
in the name of “welfare,” stifle initiative and kill 
incentive. They are likely to create fear and panic 
as little by little large segments of the population 
discover that they are being cheated by a devalued 
dollar. 

Prices cannot be stabilized, wages cannot be sta- 
bilized, public debt cannot be paid off, depression 
cannot be avoided during the tenure of any Ad- 
ministration which plays politics with the function- 
ing of the economic system. 

The United States needs at this critical moment 
in world affairs a legislative program and national 
policies based on fairness to all. This does not 
mean the buying of votes with public funds or spe- 
cial privileges. It means, among other things, a 
recognition of the importance of curbing all forms 
of monopoly. It means improvement in health and 
education and social security to be made by the 
states as well as by the Federal Government. 

The American people are sick of false promises 
in the face of a rising debt and tax burdens. They 
are weary of political chicanery and intrigue. They 
want an honest deal. The sooner men of courage 
and conviction and integrity arise within both our 
political parties to assume leadership, the sooner 
will the American experiment in democracy dem- 
onstrate to all the world that it is truly the moral 
alternative to communism. 
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The men who do President Truman’s 
eonomic thinking are trying to make 
jusiness feel more comfortable about the 
‘fair Deal.” These men, Leon H. Key- 
ging and John D. Clark of the Presi- 
dent's Council of Economic Advisers, 
were plugging for many governmental 
entrols over business not long ago. Now, 
however, they are singing a new and 
more soothing tune. 

The theme of their new song is the 
importance of free enterprise in the 
American scheme of things, the impor- 
tance of working together by Govern- 
ment and business. But there are added 
stanzas that hymn all the old ideas and 
purposes of the “Fair Deal,” unchanged. 





. ix —Plummer from Black Star 
LEON H. KEYSERLING 
...a 10-year prescription 


And, while the melody lingers, Mr. Key- 
serling and Mr. Clark are busily sparking 
economic ideas for the far future. 

They originated President Truman’s 
forecast of a trillion-dollar national pro- 
duction and an average real family in- 
come of $12,000 in the year 2000. The 
first figure is four times and the second 
three times today’s levels. Mr. Keyser- 
ling and Mr. Clark, moreover, are co- 
authors of the Annual Economic Review, 
on which is based the President’s Annual 
Economic Report. (See page 53.) 

They are very close to the President. 
He relies heavily upon them. Hence, their 
ideas and activities are vital to everyone. 
To examine these things: 
>Mr. Keyserling, a cheerful, crusading 
economist, came to Washington in the 
first flush of the New Deal, after study- 
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ing law at Harvard and economics at 
Columbia. He received his New Deal in- 
doctrination as an adviser to Henry A. 
Wallace and then moved on to other 
jobs, in which he helped write many 
New Deal laws. 

President Truman appointed him to 
the then new Council of Economic Ad- 
visers in the summer of 1946. Often Mr. 
Keyserling found himself in disagreement 
with the more conservative CEA Chair- 
man, Edwin G. Nourse, especially on the 
desirability of urging their ideas upon 
Congress. He had the President’s ear, 
however, and finally the Chairman re- 
signed. The post still is vacant. 

Studious and industrious, Mr. Keyser- 
ling, now nearly 42, thinks the long-range 
economic salvation of U.S. lies in gov- 
ernmental action to promote a steadily 
expanding economy, one in which output, 
income, consumption, investment and, to 
a lesser extent, prices are constantly on 
the increase. He has written a prescrip- 
tion for the next 10 years that fits in as 
part of Mr. Truman’s 50-year program. 

Real output of goods and services must 
rise at an average rate of about 3 per 
cent each year or more than 80 billion 
dollars within the decade, he says, or 
there will be trouble. Unless this increase 
comes about, he adds, there will be wide- 
spread unemployment, due to increased 
population and improvements in produc- 
tion techniques. He foresees a grave 
problem in keeping wages and prices at 
a proper relationship. 
> Mr. Clark, 65, is an old-fashioned West- 
ern trust buster who has had a varied 
career in politics, the law, business (he 
once was vice president and a director 
of Standard Oil of Indiana), economics 
and education. At 47, he cut short his 
business career to study for a doctorate 
in economics and taught that subject in 
two Western colleges. He was named to 
the Council on the recommendation of 
his close friend, the Wyoming anti- 
monopolist, Senator Joseph C. O’Ma- 
honey. 

Mr. Clark disagreed with numerous 
details of the New Deal and was con- 
sidered a compromise appointee. Quickly, 
however, he fell in with Mr. Keyserling’s 
thinking. The two had Mr. Nourse out- 
numbered throughout—with the added 
support of Mr. Truman’s general approval. 

Relaxed, and absorbed in his job of 
trying to keep America prosperous, Mr. 
Clark leaves it to Mr. Keyserling to keep 
their ideas fresh in the minds of the 
public and of Congress. Mr. Clark and 
Mr. Keyserling think this is essential. 








Economic Advisers’ Soothing Tactics . .. Why Senator Knowland 
Would Save China .. . Mr. Barrett Will Tell World About U. S. 


been 
much speculation as to Mr, Nourse’s 
successor. Whoever it may be, it is ob- 
vious that the Keyserling-Clark ideas— 
speak softly to business and plan for the 
near and the long future—will prevail. 


New appointee. There has 


CHINA-POLICY CRITIC 


> Senator William F. Knowland, an 
energetic young Californian, has been 
helpful in giving the Republicans a 
lively issue. Mr. Knowland dislikes U.S. 
policy on China and on stopping Com- 
munism there. For months he has said so, 
usually in irate tones. Now the party 
leadership, suspecting a weakness in the 





—Plummer fem Black Star 
JOHN D. CLARK 
... a 50-year forecast 


Administration’s foreign policy, has taken 
up his cause. 

When the question of Formosa arose, 
such top party men as Herbert Hoover 
and Senator Robert A. Taft, of Ohio, 
urged that the island be held, if neces- 
sary by the military, Mr. Hoover said so 
in a letter to Mr. Knowland. All this di- 
rects attention to the little-known Cali- 
fornia Senator and his crusade against 
the Administration’s Far Eastern policy. 
He has several motivations: 

Many believe Mr. Knowland is simply 
expressing the dominant West Coast 
viewpoint. Businessmen there and _par- 
ticularly the vigorous shipping industry 
of the Pacific ports look to the Far East 
as the only promising area ‘for an ex- 
pansion of their trade. 

There also is said to be a scary ele- 
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ey Ewing 
SENATOR KNOWLAND 
. a lively issue 


ment on the Coast that cannot forget 
the early years of the recent war. Then, 
an uppermost question was whether the 
Japanese might invade and occupy the 
Pacific slope. Such people want Commu- 
nism stopped at once, before a similar 
threat can arise again. 

In addition, Mr. Knowland and the 
party leaders he has recruited feel that 
Communism in Asia is an issue that can 
be useful nationally. For the most part 
Republicans have had to support the bi- 
partisan policy toward Europe. 

Senator Knowland grew up in North- 
ern California, the son of an Oakland 
newspaper publisher, whose paper he 
now directs from Washington. He went 
into politics early, served in the State 
legislature, became the State’s Repub- 
lican National Committeeman in 1938 
and chairman of the party’s national 
executive committee in 1941. 

Then he went to war, a draftee, was 
commissioned, and was still on duty in 
Germany when Governor Earl Warren 
appointed him to the U.S. Senate to 
succeed the late Hiram Johnson. In the 
Senate he has pursued a somewhat in- 
dependent course and has been identified 
with the so-called liberal wing of the 
party. He is 41. 

The issue Mr. Knowland raised was 
only accentuated by President Truman’s 
announcement that the U.S. will not help 
the Chinese Nationalists hold Formosa. 
Much will be heard on the question in 
the future and it may develop into a 
vote-swinging issue, especially on the 
Pacific Coast, in the 1950 elections. 





MASTER OF THE ‘VOICE’ 


> Edward W. Barrett takes over a 36- 
million-dollar-a-year program designed to 
tell America’s side of the “cold war” the 


ee, 


world around. This is done in a variety 
of ways. The Voice of America broadcasts 
in 24 languages. These programs add up 
to 28 hours a day. Information offices are 

maintained in scores of cities, with Amer. 
ican books and periodicals available. Doc- 
umentary American motion pictures are 
shown. A monthly magazine is published 
in Russian, Polish, Czechoslovakian and 
Hungarian. 

As Mr. Barrett takes charge, questions 
are being asked about the effectiveness 
of this program. The State Department, 
in which he becomes an Assistant Secre- 
tary, thinks the money well spent. It has 
evidence that the broadcasts are listened 
to in Russia, despite Moscow’s efforts to 
“jam” them. 

* Often, it says, Russians first hear sup- 
pressed news of their own country 
through the Voice of America. 

The magazines are passed from hand 
to hand and read to tatters. Information 
offices, off bounds to people of the Iron 
Curtain countries, are crowded elsewhere, 
and where people can attend freely there 
is standing room only for the movies. 

The effort is to keep the world correctly 
informed of what is happening, picture 
life as it is lived in the United States and 
correct the misstatements of officials of 
other nations. 

Broadcasts to the Chinese, the people 
of India and the Near East are consid- 
ered every bit as important as the broad- 
casts to Russia. 

Mr. Barrett, 38, a newspaperman, is 
experienced in these things. During the 
war he was a high official of the Office of 
War Information’s overseas bureau and of 
the Psychological Warfare Branch of Al- 
lied Forces Headquarters. Transferring 
the techniques learned in actual war to 
the present “cold war” remains his prob- 
lem. 





EDWARD W. BARRETT 
. cold war by short wave 
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Special 


Close-up view shows why 
Texas-Louvisiana-Arkansas-Okla- 
homa is the fastest-growing area 
in U. S. 

New industries are moving in. 
Manufacturing is up 270 per cent 
in eight years. Home building is 
booming. So are retail sales. Fac- 
tory employment is ‘way up. In- 
comes, still low, are rising. 

Area has half as much manu- 
facturing as New England, and 
is still gaining. Its growth means 
an important shift of markets. 


March of manufacturers, from the 
great industrial centers of the North- 
east to the country’s underdeveloped 
sections, has turned the West South 
Central region into the fastest-grow- 
ing area in the U.S. It is in the four- 
State area of Texas, Louisiana, Ar- 
kansas and Oklahoma that manufac- 
turing has expanded most rapidly 
since before the war. It is there that 
startling gains have been made in in- 
come and trade. 

Spectacular development of this Gulf 
and Southwestern area is disclosed by the 
official census of manufactures and other 
Government surveys just completed. 
These studies show the region still is pre- 
dominantly agricultural, not industrial. 
But they show that industry after indus- 
try, looking about for new factory sites, 
choose this region for its wealth of petro- 
leum, natural gas, important chemical 
law materials and other natural resources 
~as well as its abundant labor, tidewater 


transportation and other advantages. 


Result is that the four States, which 
had only a third as much manufacturing 
as the six New England States in 1939, 
now have nearly half as much as New 
England. 

Growth that is shown in Texas, Okla- 
homa, Louisiana and Arkansas is in sharp 
contrast to the relative declines reported 
earlier in U.S. News & World Report for 
the industrial Northeast. Facts behind 
these diverging movements are important 
to residents of the region and to business- 
men everywhere. 
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Broad view of change in the four- 
State region, shown in the chart on this 
page, is one of tremendous growth in just 
about everything but population. Details 
of this change are disclosed in the table 
on page 36. 

Manufacturing growth in the region, 
reported in detail in the census of manu- 
factures, has outstripped that of all other 
regions, on the basis of value added to 
materials. The gain, between 1939 and 
1947, was 270 per cent, compared with 
an increase of 204 per cent for U.S. as 
a whole. Arkansas placed fourth in the 
nation, Texas ninth. Increases in Okla- 
homa and Louisiana were well above 
average. 

Factory employment, too, increased 
more rapidly in every one of the four 


Changes in West 


Value added to 
materials by U.S. 
manufacturing 


Value of U.S. 
home building 
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Bank deposits 
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PER CENT CHANGE 
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‘This article represents the result of an 
extensive research on a problem of out- 
standing importance in National Affairs.) 


SOUTHWEST SHOWS BIGGEST GAIN 


Manufactures in Four States Up 270 Per Cent 


States than in U.S. as a whole. Texas, 
for example, had 1.6 per cent of all U.S. 
factory workers in 1939, and more than 
2 per cent in 1947. 

Population, on the other hand, is 
growing less rapidly in the region than in 
the rest of the U.S. Only Texas man- 
aged to pick up a larger share of the 
country’s population. And this trend is 
likely to continue, according to recent 
projections made by the U.S. Depart- 
ment of Agriculture. 

Home building, in the face of this 
relative drop in population, has boomed 
in the region. Arkansas spent nearly seven 
times as much on new dwellings in 1947 
as in 1939. Texans spent four and a half 
times as much as they had in prewar 
years, Result was that Texas, with about 
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‘a twentieth of the U.S. population in 
1947, had nearly a twelfth of all U.S. 
home building, by dollar value. 

Incomes of individuals in the four- 
State region still are far below average, 
according to latest official figures. But the 
trend there is sharply upward in rela- 
tion to the high-income areas. In Ar- 
kansas, for example, the income of the 
average individual back in 1940 was 
only 44 per cent as high as in the United 
States as a whole. Now it is well over 
60 per cent of the U.S. average. Per 
capita income jumped from 62 per cent 
of average to 71 per cent in Louisiana, 
from 62 per cent to 73 per cent in Okla- 
homa, and from 72 per cent to 85 per 
cent in Texas. 

Result of these income increases is a 
bonanza for businessmen with products 
to sell to consumers. 

Retail trade in the four States has 
zoomed to new records. In Houston, de- 
partment-store sales in 1948 were up 
more than 290 per cent from 1939, 
against a gain of 185 per cent for all U.S. 
The increase in Little Rock was 254 per 
cent, in Baton Rouge 250 per cent. Every 
recorded city in the region, in fact, was 
far ahead of the U.S. average. 

That, briefly, is the over-all picture of 
industrial and business progress in the 
West South Central region. It shows an 
area getting a bigger and bigger share 
of manufacturing, gaining strongly in 
individual income, and, as a result, con- 
suming far more of the nation’s products 
and building far more of its homes. 

industry gains have been big in vir- 
tually every field in one or another of the 
four States since 1939. But the pace- 
makers are clearly indicated by the 
census. A look at these provides a pre- 
view of an important industrial area 
of the future. 

Chemical industry alone is providing 
a minor industrial revolution in the 
region, with Texas taking the lead. In 
Texas, the chemical industry—measured 
by value added to materials—was eight 
and a half times as big in 1947 as in 1939. 


And it employed nearly three times as 
many workers. Result is that this State, 
which had 1.5 per cent of the whole in- 
dustry in 1939, had nearly 4.5 per cent 
of it in 1947. And, in 1947, one out of 
every six dollars spent by the U. S. chemi- 
cal industry on new plant and equipment 
was in Texas. 

Now, fast-growing Houston has a fifth 
of Texas’s chemical industry, which spe- 
cializes in supplying organic chemical 
materials for U.S. industry. Dallas has a 
tenth of it. Port Arthur, Beaumont, Fort 
Worth, San Antonio, Borger and their 
outlying areas are important producers 
of these materials. 

Louisiana, too, is gaining in this indus- 
try, already has more than 2 per cent of 
it. In 1947, the industry accounted for 
nearly a third of all investment in new 
plant and equipment in the State. 

Arkansas also shows up as a small but 
swiftly expanding producer of important 
chemicals—particularly vegetable and 
animal oils. Chemical plants at Little 
Rock, Pine Bluff, Blytheville and else- 
where in the State added nearly seven 
times as much value to materials in 1947 
as in 1939, and employed twice as many 
workers. In Oklahoma, gains have been 
made in the industry at Tulsa, Oklahoma 
City and other centers. 

Oil-refining industry, massed in the 
West South Central region in 1939, was 
no less concentrated there by 1947. In 
Texas, where oil fields yield nearly half 
of all U.S. crude petroleum, there now is 
about a fourth of the refining industry. 
Houston alone has 6 per cent of U.S. 
oil refining, and, in 1947, it accounted 
for nearly half of that industry’s Texas 
expansion. Port Arthur and Beaumont 
together have even more, with Fort 
Worth, Corpus Christi and Galveston as 
other major refining centers. 

But it was Louisiana that made the 
big gains between 1939 and 1947. Re- 
fineries at New Orleans, Shreveport, Lake 
Charles and other cities in the State now 
account for more than 7.5 per cent of 
the industry. That’s more than Okla- 


es 


homa’s share. But increases in refining 
have been made, too, in Tulsa, Oklahoma 
City and other Oklahoma points. 

Food industry in the region has regis. 
tered both gains and losses, relatively, 
In Texas, the big meat-packing centers, 
led by Fort Worth, had far more of the 
industry's employment in 1947 than ip 
1939. There were gains, too, in grain 
milling. But Louisiana, with big refiners 
of sugar cane and molasses, lost ground 
in the food industry. So did Oklahoma, 
Arkansas, meanwhile, went ahead fast in 
her specialties—grain products, canning, 
freezing and preserving, and beverages 
and meats, 

Lumber in the region is tending to lose 
out as the timber reserves of the North- 
west are tapped more and more. Texas 
increased its share of the industry a bit. 
But Louisiana and Arkansas declined, 
relatively. All three States, however, 
countered with real gains in some of the 
end products of lumber—particularly 
paper and kindred products. 

Other industries that so far are less 
important in the four States also are 
favoring the area for expansion. Texas, 
after long strides, has captured 1.6 per 
cent of the entire clothing industry. 
Dallas—women’s-wear style center of the 
South and producer of men’s and boys’ 
furnishings—accounts for more than 40 
per cent of the State’s industry. Houston, 
with textile-bag factories, has 12 per 
cent. 

Big new plants that turn out aircraft, 
automobiles, ships, iron and _ steel are 
making their mark on the region, par- 
ticularly on the twa Gulf States. 

Texas’s expansion, as revealed in 1947, 
typifies the regional picture. In that year, 
the State had only one of every 50 U.S. 
factory workers. ‘But it accounted for one 
of every 14 dollars spent in U.S. on new 
plant. 

Spectacular progress is matched by the 
confidence that is exhibited in the region. 
There is the conviction that past gains 
will be small beside progress that is to 
come. 





Scoreboard of Progress: West South Central States 


(Percentages show regional and State shares of national totals} 











Value Added Factory 
to Materials Production Home Bank 
by Manufacturing Workers Building Population Deposits 
f- 5," ct ‘ 
1939 1947 1939 1947 1939 1947 1940 1948 1939 1948 
WEST SOUTH CENTRAL 3.33% 4.05 % 3.32% 3.82 % 7.13% 11.74% 9.90 % 9.72% 4.14% 6.51% 
ARKANSAS -27 -36 -46 49 .36 98 1.48 1.33 .30 -50 
LOUISIANA 81 -93 -90 .93 1.15 1.16 1.79 1.77 81 1.06 
OKLAHOMA -42 46 -36 .37 1.07 1.43 1.76 Lae -68 1.00 
TEXAS 1.83 2.31 1.60 2.03 4.55 8.17 4.87 5.04 2.36 -96 
U.S. TOTALS (millions) $24,487 $74,364 7.8 11.9 $2,114 $5,260 131.7 146.1 $68,222 $161,248 


(This detailed picture of changes in the West South Central economy since 1939 is drawn from official reports of the U.S. Bureau of the Census, Bureau of 
Foreign and Domestic Commerce and the U. S$. Comptroller of the Currency. Because of rounding, figures do not necessarily add to totals shown for the region.) 
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New and shorter big screen 16-inch kinescope developed by RCA scientists. 


Problem: shrink the television tube, but keep the picture big f 


Some rooms accommodate grand 
pianos, a small spinet is right for others. 
Until recently, much the same rule held 
true for television receivers. Your choice 
was governed by room space. 

Now the space problem has been whipped 
by RCA scientists, who have shortened the 
length of 16-inch television “picture tubes” 
more than 20%! All the complex inner works 
—such as the sensitive electron gun that 
“paints” pictures on the screen—have been 
redesigned to operate at shorter focus, wider 
angle. Even a new type of faceplate glass, 


Filterglass, has been developed for RCA’s 
16-inch picture tubes—on principles first 
investigated for television by RCA. 

Filterglass, incorporating a light-absorbing 
material, improves picture quality by cutting 
down reflected room light ... and by reducing 
reflections inside the glass faceplate of the kine- 
scope tube itself. Result: richer, deeper black 
areas and greater contrast in the television 
picture! 

See the newest advances in radio, television, 
and electronics at RCA Exhibition Hall, 36 W. 
49th St., New York. Admission is free. Radio 
Corporation of America, Radio City, N. Y. 


receiver, with big 16-inch screen— 
now more than 20% shorter in depth. 


RADIO CORPORATION of AMERICA 
World Leader in Radio — First in Télevision 
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TRUMAN PLANS FOR LABOR STYMIED 


Congress Cool to Taft Act Repeal, Civil Rights 


Truman labor program is sty- 
mied in Congress unless voters 
approve it at the polls next No- 
vember. Present coalition in Sen- 
ate and House is strong enough 
to push it aside for other things. 

This means Taft-Hartley Act 
will stay for at least another year, 
and FEPC probably will die in 
Senate filibuster. Ways will be 
found to bottle up other legisla- 
tion that unions want. 


New labor laws, asked by President 
Truman in his state-of-the-union mes- 
sage, stand little chance of approval 
by Congress in 1950. Major changes 
favored by unions are not in sight be- 
fore 1951, and then only if the voters 
next November send enough Truman 
supporters to Congress to break up 
the coalition of Northern and South- 
ern conservatives. 

The President’s goals for labor have 
changed little since he asked Congress a 
year ago to endorse his “Fair Deal” pro- 
gram. He still wants repeal of the Taft- 
Hartley Act and passage of a Fair Em- 
ployment Practice law. He also believes 
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—Plummer from Black Star 


REPRESENTATIVE LESINSKI 
. .. lacking enough support 
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that benefit payments to unemployed 
workers should be increased and that 
more workers should be entitled to those 
benefits. In addition, he endorses an idea 
that has long been supported by the 
unions: Establishment of an extension 
service for the education of workers in 
labor problems. 

What Mr. Truman asks and what 
Mr. Truman will get from the present 
session of Congress are two different 
things. 

Taft-Hartley Act is certain to stay 
until labor elects more prounion mem- 
bers to Congress. The same majority that 
beat repeal last year is still present. Mr. 
Truman apparently favors a new law 
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SENATOR TAFT 
. .. leading the opposition 


with.a few more teeth in it than were in 
the old Wagner Act. In earlier messages 
to Congress, Mr. Truman asked for out- 
lawing cf jurisdictional strikes and of 
some forms of secondary boycotts. He 
also proposed that procedure be set up to 
prevent strikes in vital industries, al- 
though he did not specify what proce- 
dure he had in mind. 

Administration leaders in Congress, 
however, have made it plain that they 
have no hope of getting a new labor law 
passed at this session. Senator Elbert D. 
Thomas (Dem.), of Utah, and Repre- 
sentative John Lesinski (Dem.), of 
Michigan, the heads of the Senate and 
House Labor committees, prefer to wait 
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SEN. ELBERT THOMAS 
... Waiting for 1951 


until 1951 to make the attempt to revise 
the Taft-Hartley Act. They do not want 
to give Senator Robert A. Taft (Rep.), 
of Ohio, another opportunity to push 
through his own version of amendments 
to the Act, as he did in the Senate last 
year. This bill, bottled up in the House, 
would have kept major portions of the 
present law. 

FEPC. Administration proposals for 
civil-rights legislation are headed by bills 
to establish a Fair Employment Practice 
Commission. This five-man Commission 
would have power to issue cease-and-de- 
sist orders against employers and labor 
unions who refuse to hire Negroes or 
members of other minority groups. The 
Commission’s orders could be backed by 
federal court enforcement. The House is 
due to act soon on its bill, and probably 
will approve it. However, FEPC legisla- 
tion is likely to be stalled in the Senate 
by a Southern filibuster. Thus, there is 
only slight chance of passage this year. 

Unemployment insurance under 
State laws now makes benefits available 
to about 31 million workers. Maximum 
payments range from $15 to $26 a week, 
depending on the State law. Benefits are 
limited to 20 weeks a year in 21 States, 
with others ranging from 12 to 26 weeks. 

Mr. Truman proposes to establish na- 
tional standards to which the States must 


adhere. These would require States to pay ° 


benefits of at least $30 a week for single 
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persons, OF $45 a week for workers with 
jee or more dependents. All States 
jo would have to pay benefits for a uni- 
jem period of 26 weeks a year. Mr. Tru- 
gan, in addition, proposes that coverage 
ie extended to federal workers and that 
Sate laws cover small firms in interstate 
wmmerce. Some States now exclude em- 
ployers of eight or fewer workers. 

The odds seem to be against passage of 
jpb-insurance legislation in 1950. 

labor extension service. Mr. Tru- 
nam, in his message to Congress, sup- 
ported proposals for a labor extension 
evice. Earlier proposals along this line 
had received little attention in Congress. 
fills now pending, however, propose to 
distribute funds among the States for fi- 
sancing workers’ educational classes in 
lective bargaining, labor legislation 
ud economics. To get federal money for 
this purpose, a State would have to pro- 
vide an additional sum equal to 25 per 
cnt of the federal contribution. The 
State money could come from the State, 
fom colleges or from fees paid by work- 
es Or groups participating. 

Classes, under the proposal, would be 
directed by universities or colleges. It is 
proposed that the Federal Government 
would have no control over the subject 
matter taught or over appointment of the 
teachers. 
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The plan has the strong backing of 
aganized labor. However, bills along this 
line got nowhere in the last two sessions 

Aas and probably will not be adopted now. 
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- Unions in the past have found much 

the to criticize in decisions of the National 
Labor Relations Board. They not only 
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NLRB MEMBERS MURDO 





plain. The unions are pulling their 
punches. They believe they see a shift in 
favor of labor in recent decisions, a shift 
they are tracing to labor’s victory in the 
1948 elections. In ;addition, the unions 
have had White House assurance that 
they would be consulted before a vacancy 
on the Board was filled. 

The vacancy was that of J. Copeland 
Gray, who was not reappointed by Presi- 
dent Truman when his term expired in 
December. Mr. Gray was too conservative 
to suit the unions, was considered a pro- 
industry member. He, along with James 
J. Reynolds, Jr., often voted for a stricter 
interpretation of the Act than some of 
the other members. At times, immediately 
after passage of the Taft-Hartley Act, 
Mr. Gray and Mr. Reynolds were joined 
by Chairman Paul M. Herzog or Abe 
Murdock in decisions that brought loud 
complaints from the unions. Those were 
the days when labor considered many of 
the Board’s decisions antiunion. The fifth 
member, John M. Houston, usually voted 
the labor line. 

With the unions having a say in nam- 
ing a successor to Mr. Gray they ex- 
pected a line-up that more often than not 
will be 4 to 1 in favor of labor. 

Decisions of recent weeks are bring- 
ing complaints from employers that 
NLRB is finding too many loopholes in 
the Taft-Hartley Act. They view the de- 
cisions as sanctioning union activities 
that they thought had been banned by 
the law. 

The “hot cargo” ruling is cited as an 
example. This recent decision permits 
unions to forbid members to handle prod- 
ucts coming from a plant or shop in- 
volved in a strike. Unions can do this by 
providing in their working agreements 
that employers will not be forced to 
handle such products. The Board rules 
that the Taft-Hartley law does not pre- 
vent employers from agreeing to such a 
provision, even though the law prohibits 
unions from forcing employers to engage 
in a boycott. By inserting such a provi- 
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sion in their contracts, unions will be able 
to circumvent the Taft-Hartley ban on 
secondary boycotts, at least unless the 
courts rule otherwise. 

“Blacklists’’ of employers also can be 
used as a union weapon under some con- 
ditions, because NLRB recently reversed 
an earlier ruling. The Board now holds 
that a union can issue an “unfair list” of 
employers as long as the list includes only 
those firms against which strikes are in 
progress. It still is unlawful to list firms 
where strikes are not under way, as this 
would constitute a secondary boycott. 

A featherbedding charge against the 
AFL Teamsters was dismissed by the 
Board, in another example of the current 
trend. The Taft-Hardey Act provides 
that unions cannot force employers to 
make payments for work not performed. 
The NLRB majority, however, finds that 
this clause was not violated when the 
Teamsters demanded that a trucking firm 
pay the union a sum equal to a driver's 
wages, because a nonunion worker had 
been hired for a trip. NLRB holds that 
this was in the nature of a penalty for 
violation of contract, since the company 
was operating under a legal “closed shop” 
contract signed before passage of the law. 
This contract required that only union 
drivers be hired. 

The jurisdictional-strike clause of the 
law comes in for a new interpretation in 
another NLRB ruling. The Board finds 
that a union had a right to picket a shop 
where a rival union’s members were em- 
ployed. It could do so, NLRB holds, be- 
cause the pickets confined their signs to 
protests against the wage scale on the job 
and did not demand that the work be 
turned over to them. The law makes it 
mandatory that the Board get an injunc- 
tion against a jurisdictional strike. 

Strike violence by union members 
was found not to violate the law, in 
another recent Board decision. In an 


earlier decision, the Board cracked down 
on violence, but in this case it dismissed 
a charge against the union. The Board 
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an important business matter you ought to settle quickly, 
personally? Or a friend you’ve longed to visit? Reach for 


your telephone. Tell your Long Distance operator: “I want 
to make an overseas call.’”’ It’s as easy as that! For 96% of 
the world’s telephones are as close as your own home or 


office telephone. The cost? Surprisingly low! 
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holds that it was not proven that the 
union members who assaulted nonuniop 
workers were designated as agents of the 
union. The union had advised its mem. 
bers not to engage in violence. 

Those are some of the rulings being 
cited by employers as evidence that the 
Labor Board is easing up on its interpre- 
tations of the Taft-Hartley Act. And em. 
ployers look for this trend to be speeded 
up with an added labor vote on the 
Board. 


RISING LABOR COSTS 
HIT NEWSPAPERS 


Rising labor costs, forced by union de- 
mands, are given as one reason for the 
death of the New York Sun, with the re- 
sulting loss of jobs for most of the paper's 
1,200 employes. 

Wage increases put into effect over the 
last decade are cited by management as 
a major factor in its decision to sell the 
Sun to the New York World-Telegram. 
What has happened to wages of news- 
paper employes in New York in the last 
ten years points up the problem faced by 
publishers. 

Printers’ wages on all New York 
newspapers have risen 68 per cent since 
1940, The AFL Typographical Union has 
forced the union scale up from $59 a 
week to $99 in that period. 

Pressmen on New York’s papers now 
are getting 75 per cent more than they 
did in 1940. The scale of the AFL Print- 
ing Pressman’s Union now is $93.50 a 
week, compared with $53.75 a week in 
1940. 

Editorial employes of the Sun also 
were paid well above the scale of a dec- 
ade ago, although the exact salary 
changes were not disclosed. Another 
New York newspaper stated that its start- 
ing rate for reporters had risen from $30 
to $48.50 a week in the decade, an in- 
crease of 62 per cent. 

The minimum salary for reporters of 
six years’ experience, however, was 
raised to $100 a week in 1945 and now 
has gone to $110, under contracts of the 
CIO Newspaper Guild in New York City. 
The Guild’ said that most experienced 
reporters are receiving $118 a week in 
New York. The Guild says that the re- 
porters on the Sun received slightly less 
than reporters on the other large news- 
papers. 

The Sun’s editorial workers were or- 
ganized in an independent union, the 
Sun Editorial Employes Union. The presi- 
dent of this union declared that the man- 
agement never had asked the union for 
economy measures. He and other union 
leaders denied that the wage and salary 
scales were responsible for the papers 
folding. 
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Trend of American Business 





24th and N Streets, N.W. 
Washington, D. C. 


Here's the advice to businessmen from the President's Economic Advisers. 

Count on good business in 1950. It's sure for the next six months, will 
continue to be good if businessmen show the confidence the situation warrants. 

Don't fear inflation. It's not coming--too much productive capacity. 

Don't fear Government, either. Basic policy is to encourage business. 
Taxes are high and they can't be cut right now. But profits are high, too. 

Keep prices stable. Certainly don't raise them. Cut prices if you can. 
That's the way to increase consumption just now, and consumption needs expanding. 

Bet on a growing America. Go ahead with expansion and improvement plans. 

There's not a line in the Economic Report urging more direct controls on 
business operations or over raw material supplies. No price control. No wage 
control. No threat of Government entry into new lines of business, such as 
steel. They were all suggested a year ago. The economic climate has been changed. 

















The Advisers find satisfaction in the way the 1949 setback was handled. 
Business is complimented for not getting panicky. Labor gets credit for 
being temperate on wage demands. Government is praised for devices that warded 
off bank runs, dampened speculation, steadied farm prices and expandéd credit. 
Government spending itself is held to have been an important stabilizer. 
These actions are cited as examples of an improved understanding of how the 
U.S. business system works. They should reassure businessmen as to the future. 





Businessmen also are told to take stock of the consumer-market potential. 

Electric refrigerators are not yet installed in a third of U.S. homes. 

Television sales jumped from a million in 1948 to 2.5 million in 1949. 
That's taken as a strong indication of a rapidly expanding market. 

Household-appliance sales are certain to be stimulated by home building. 

Automobile demand continues high, and the President's Advisers think that 
auto companies will tap the market for lower-priced cars as soon as demand lags. 

Last year durable-goods sales amounted to 14 per cent of consumer outlays. 
That's considered high. It was only 10 per cent in 1939. But the Advisers say 
that rising living standards should hold such sales above prewar levels. 














Businessmen are told to set their sights for 1950 on a 7 per cent increase 
in total output of industry, a 2-million increase in the number of jobs, and a 
reduction of at least a million in unemployment. That would mean employment of 
61 million. Businessmen are advised to keep sights high for years after 1950. 


Housing is suggested as the major field for an expansion in investment. 

A housing goal of 1.5 million residential units a year for the next few 
years is recommended. That would top 1949 housing starts by 500,000. ; 

Investment in new housing, on this basis, would run from 12 to 14 billion 
dollars a year. That sum includes community development that follows housing. 
It is more than a third of the entire sum privately invested in 1949. 

To reach this volume of housing, the Advisers say that houses must be put 
up fer middle-income families. Otherwise the goal cannot be met. 





The housing program is urged primarily as a means of keeping the rate of 
private investment at a level needed to keep the economy going in high gear. 


(over) 


Written for the issue of January 13, 1950, Volume XXVIII—No. 2 
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TREND OF AMERICAN BUSINESS-- (Continued) 


Business investment in plant and equipment is expected to drop from recent 
high levels. There is some evidence that capacity now is adequate to demand. 
Farm investment in machinery and buildings is not expected to rise much. 
Private construction of churches, schools, hospitals is not to increase. 
Result is that the Advisers turn to housing as the outlet for investment 
needed to provide the maximum employment goals set up in the Employment Act. 











The Advisers reject a policy of increased Government spending to maintain 
high activity. They say a lower level of spending would be desirable, but point 
out that defense and foreign-aid costs cannot now be trimmed by very much. They 
recommend no increase above present levels in other Government projects. 


When it comes to over-all policies in managing the U.S. business system: 

Price level at present is found to be satisfactory for general stability. 

Wage level should increase gradually as efficiency in output improves. 

In other words, the way to maintain prosperity is to keep prices stable 
and keep incomes in an uptrend so peoples can buy what industry produces. But 
the Advisers caution that prices-wages-profits should be kept in delicate balance. 





Some concern is expressed over the current rate of personal savings. 

People are saving about 7.5 per cent of their income, after taxes, now. 
That's aodout double the rate of 1939. It amounted to 5 per cent in the 1920s. 

A higher savings rate is seen as a possible permanent development. That 
poses a question whether the country can find ways of investing these savings. 
If savings outrun investment outlets, a base is laid for a downturn in activity. 

The Advisers suggest that one way to meet this problem vould be to direct a 
larger share of a rising income to low-income groups, who spend more and save 
less than other groups. That would not only aid people with low incomes, but 
also would tend to balance intended savings and intended investment. 








Savings pattern also is viewed as a problem. A growing volume of savings 
now is going into insurance and pension funds. This raises a question of how to 
invest such savings. Safety now is sought by firms that handle the funds. 

Venture capital, however, is a recognized need. So the suggestion is made 
that insurance companies be allowed to invest more money in business ventures. 
That policy would require, primarily, a change in State insurance laws. 

Small-business troubles in getting capital could be remedied, somewhat, by 
letting Reconstruction Finance Corp. make loans for longer periods. The Advisers 
also say that technical assistance to borrowers from RFC would help. 

The Advisers add that more liberal mortgage terms could channel savings 
into housing--a desirable investment--and that some revision of the business tax 
structure might lead to a rising volume of investment in private enterprise. 

See page 53 for complete text of the Economic Report. 














Congress quickly got a proposal to make housing loans still easier. 

Housing co-operatives and other nonprofit housing corporations would be 
eligible for 50-year loans at about 3 per cent interest under a pending bill. 

A new corporation would be set up to make the loans--to be called the 
National Mortgage Corp. for Housing Co-operatives. Treasury would supply 
original capital and the corporation could borrow money under a U.S. guarantee. 

Borrowing co-operatives would be required to subscribe to stock in the 
corporation. Idea is that Treasury eventually would be reimbursed. 

As a starter, the Corporation would be allowed to issue debentures for 
300 million dollars. Eventually borrowings could grow to 2 billions. 











Some stand-by powers to provide more authority over bank reserves, over 
consumer credit and over commodity speculation are requested by Mr. Truman. 
Chances are that Congress will not be willing to grant the requested authority. 
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rst” class ata steel 


Typical 


So Says Charles Cochran, steel worker 
in Ohio. And he is absolutely right. 
For in 1948, a year of high production, 
steel’s “Safety First” record was less 
than six accidents for each million 

man hours of work. That safety 

record is twice as good as the average for 
all other industries combined. 
Continuous plant-wide programs for 
safety training and education aided 

by better, safer equipment make steel 
working safe. In fact, the whole “Safety 
First” movement originated in the 

steel industry many years ago. 

Steel men take pride in their skill and 
they are proud, too, of their 

safety record. They express this 


Steel works for EVERYONE in greater production of quality steel 


... and all Americans benefit. 


AMERICAN IRON AND STEEL INSTITUTE 350 FIFTH AVENUE, NEW YORK 1, N.Y. 














FE DE le CALCULATING MACHINE CO., INC. 


HOME OFFICE AND PLANT + SAN LEANDRO, CALIFORNIA + SALES AND SERVICE THROUGHOUT THE WORLD 
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PROFIT 


CONSCIOUS? 


The NEW FRIDEN fully automatic calculator is 
your answer...ask for a comparative survey of your 
present figure-work costs. To increase your PROFITS 
these days, you must depend on new efficiencies. 
You'll be surprised at the savings now possible 
from the ultra-matic performance of the NEW 
FRIDEN. Take advantage of these LOWER COSTS 
... learn how FRIDEN is setting a new standard of 
answer production through its improved fully 
automatic operation. Just call your local office—a 
money-saving demonstration is yours for the asking. 


Friden Mechanical and Instructional Service is available in approximately 250 
Company Controlled Sales Agencies throughout the United States and Canada, 
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YOU CANNOT count on getting im. 

mediate recognition of a family 
partnership, for income tax purposes, 
when the partnership arrangement js 
made with a view toward future opera. 
tion of your business. The U.S. Tax 
Court finds that a son and daughter were 
not partners with their father where the 
father continued to dominate all phases 
of the business and the partnership was 
formed to attract the son and son-in-law 
into the business after their release from 
military service. 


* * * 


YOU CAN soon apply to the Patent 

Office, Department of Commerce, 
for use of certain patents that were de. 
veloped in connection with the atomic. 
energy program. The Atomic Energy 
Commission announces that it is turning 
over to that Office about 67 Government: 
owned patents. They will be made avail- 
able to U.S. industry on a royalty-free 
and nonexclusive licensing basis. 


* * * 


YOU CAN, as an employer, prob- 

ably refuse to take back employes 
who go out on strike in violation of a 
no-strike clause in their union contract. 
NLRB rules in one case that an employ- 
er is justified in firing workers who 
obeyed a union strike call in violation of 
a contract provision against strikes. 


* * * 


YOU CANNOT expect to get NLRB 

to stop a strike that is called over a 
dispute on issues not covered by your 
union contract. In a court brief, the 
Labor Board clarifies its policy on the 
difference between certain legal and il- 
legal strikes. The Board explains that a 
legal strike may involve issues that are 
left in doubt in the contract or are de- 
liberately omitted by a collective-bar- 
gaining agreement. 


* * * 


YOU CAN expect the Government 

to support the prices of eggs in Jan- 
uary and February at levels to assure 
Midwestern producers a return averaging 
at least 25 cents a dozen. This new pro- 
gram for egg-price supports is announced 
by the Department of Agriculture. 


* * * 


YOU CANNOT trade with Mexico 

in certain items under export or im- 
port control in that country without deal- 
ing with a special agency designated to 
handle this program. The Office of Inter- 
national Trade of the Commerce Depatt- 
ment reports that henceforth all items un- 
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What you as a businessman CAN 
and CANNOT do as a result of federal 
court and administrative decisions 


der control in Mexico will be handled 
entirely by the agency known as Com- 
pania Exportadora Importadora Mexi- 
cana, S. A. 


* * *¥ 


YOU CAN now export certain types 
of grass seeds to any destination 
without getting an export license from 
the Office of International Trade. These 
geds are among 23 items that are re- 
lieved of all export controls by OIT. 


* * * 


YOU CAN treat as a capital gain, 

for income tax purposes, your profit 
from the sale of your interest in a part- 
nership, even though a noncapital asset 
is included among the partnership assets. 
A circuit court of appeals overrules the 
Commissioner of Internal Revenue, and 
holds that such a transfer of partnership 
interest is a sale of a capital asset under 
these circumstances. 


* * * 


YOU CAN deal with the General 

Services Administration in any future 
matters involving Government surplus 
property. In abolishing the old War 
Assets Administration, GSA transfers the 
remaining functions of the agency to a 
special unit within GSA, to be known as 
the Liquidation Service. 


* * * 


YOU CANNOT, as a manager of a 

company covered by the Fair Labor 
Standards Act, safely fail to pay an em- 
ploye for time spent in making a required 
trip to visit a company doctor. In an in- 
formal letter to an inquirer, the Wage- 
Hour Administrator says that in his 
opinion it would be safer for an employer 
to pay for such time. The Administrator 
adds, however, that the courts have not 
tuled whether this time spent by em- 
ployes must be treated as time worked 
under the Portal-to-Portal Act. 


* * * 


YOU CAN find out from the Bureau 

of Standards about the new commer- 
cial standard that will apply for wire 
screening. The Bureau announces that 
the revised standard is now in effect 
for new production. 





Conclusions expressed in these paragraphs 
are based upon decisions and rulings of 
courts and Government bureaus. In making 
their decisions, courts and bureaus consider 
many facts which, for reasons of space, can- 
not be set forth in detail. U.S. News & 
Wortp Report, on written request, will 
refer interested readers to sources of this 
basic material. 


JANUARY 13, 1950 
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What better way of measuring a 
community’s attitude than by the 
traditionally American method of 
the ballot box? 


In Mississippi the ballot box has 
time and again proven the measure 
of Mississippi’s friendly, coopera- 
tive attitude towards industry. 


Under the state’s exclusive BAWI 
Plan political sub-divisions are 
authorized to vote bonds to purchase 
plant sites and construct buildings 
for new industrial enterprises. 


For industries seeking assurance 
of the people’s attitude here is a true 
test of community interest. Here is 





attitude in action...as shown by 
this typical BAWI Bond election: 


Natchez, Miss.—$300.000 bond 
issue. Site for International 
Paper Co. $20,000,000 plant. 
Vote: 2408 FOR, 68 against 
(January, 1949). Note: In this 
instance election held to deter- 
mine community interest, not 
for financing purposes. 


In Mississippi the exclusive ad- 
vantages of the BAWI Plan are 
supplemented by other major fac- 
tors which influence the selection of 
a desirable plant site. These factors 
are dramatically portrayed in a new 
industrial booklet—‘Inside Missis- 
sippi’—available on request. 


For Specific Information as to How Mississippi's BAW! Plan Can Provide ag Building 


for Your Industry .. 


- Call or Write 


MISSISSIPPI 


BAWI 
STATE 


AGRICULTURAL AND 


State Office Building 


INDUSTRIAL BOARD 


Jackson, Mississippi 


See Mississippi-manufactured products—Mississippi Industrial Exhibit, Ground Floor, 
International Trade Mart, New Orleans. 
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YEARS OF DEFICITS AHEAD 


Red ink on Treasury books is to 
last at least two more years. 

Deficit this year and next could 
total 12 billion dollars. Budget 
troubles will ease later as mili- 
tary, foreign and veterans’ costs 
come down. 

Excises are to be cut only mod- 
erately in 1950. Other relief will 
be sparing. No tax increases are 
to be expected. 


A balanced federal budget, despite 
all the talk about cutting Government 
costs, still looks a long way off. 

President Truman and his Budget Di- 
rector, Frank Pace, Jr., have lost all hope 
of getting the Government out of the red 
this fiscal year or next. 

Congress, after debating the issue at 
length, probably will give Mr. Truman 
about as much money to spend as his 
budget calls for. 

Red ink is to keep showing up on the 
U.S. Treasury’s books at least until the 
fiscal year 1952, and probably longer. 

In fiscal 1950, the year ending next 
June 30, the Treasury is expected to go 
in the hole by 5.5 billion dollars. This is 
the official estimate. 

In fiscal 1951, beginning July 1, 
1950, the budget deficit, without allow- 
ing for any tax cuts, is estimated at about 
5 billion dollars. 

In fiscal 1952, Government spending 
in some important categories—notably in 
outlays for aid abroad and veterans’ pro- 
grams—is expected to be dropping off 
rather sharply. The budget then may be 
brought closer to balance. 

In other words, the ending of budget 
deficits is to be expected gradually over 
a period of years, not all of a sudden in 
fiscal 1950 or 1951. For the present, un- 
less Congress gets more economy-minded 
than is logical to expect, the only way to 
balance the budget is to raise taxes 
substantially. That is not in the cards. 

What Congress faces is a set of 
spending programs estimated to cost 
above 43 billion dollars in this fiscal 
year and more than 42 billions next year. 

Taxes, at current levels, produce be- 
tween 37 and 38 billion dollars a year. 
Furthermore, Congress is planning some 
tax relief before the current session is 
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Aid Abroad and Veterans’ Costs High Till ‘52 





—Harris & Ewing 


BUDGET DIRECTOR PACE 
... red ink till 1952 


over. Excise cuts alone, on the scale now 
planned, are expected to cost around 700 
million dollars a year in revenue. 

This means that the budget deficit, 
assuming some moderate tax cuts, could 
reach 6 billion dollars in each of the fiscal 
years 1950 and 1951. 

As a practical matter, it is too late now 
for Congress to cut costs to any great 
extent in the current fiscal year. Spend- 
ing is proceeding on the basis of appro- 
priations already made, and the year is 
more than half gone. 

Appropriating is about to start for the 
fiscal year 1951. There are widespread 
demands for economy, just as there were 
a year ago. Representative Clarence 
Cannon (Dem.), of Missouri, chairman 
of the House Appropriations Committee, 
promises spending cuts all along the 
line. As one step looking toward econ- 
omy, Mr. Cannon’s committee intends 
to handle all appropriations this year 
in a single bill. The Senate Appropria- 
tions Committee, headed by Senator 
Kenneth McKellar (Dem.), of Ten- 
nessee, has agreed to follow the same 
procedure. Idea is to give Congress a 
better opportunity to view spending 
programs as a whole, and thus encourage 
economy. 

However, few expect Congress to make 


any great dent in Mr. Truman’s budget. 
If history repeats, new programs will 
arise to offset cuts made in the original 
budget figures. That is what happened 
last year. Actual spending this fiscal year 
is running considerably above the esti- 
mates submitted by Mr. Truman in Jan- 
uary, 1949. 

In years to come, so the current 
theory goes, the budget may tend to 
correct itself. 

Revenue will rise with any increase in 
personal incomes and business profits. 
The higher the national income, the 
more money there is to tax. Mr. Truman 
promises federal policies that will stimu- 
late business growth and private earn- 
ings. 

Spending, in three categories that 
now make up well over half the total 
budget, is expected to decline consider- 
ably from current levels. 

Military spending, now taking more 
than 13 billion dollars a year, may be 
lowered to 10 billions in the next few 
years, 

Veterans’ programs, almost surely, will 
be less costly in years ahead. These out- 
lays now are running nearly 6 billion dol- 
lars a year. At least 2 billions probably 
will be shaved off the cost of veterans’ 
aid in the next few years, unless Congress 


U. S. NEWS & WORLD REPORT 











‘52 


ng 


get. 
will 
inal 
ned 
year 
esti- 
Jan- 


rent 


fits. 
the 
nan 
nu- 
mn- 


hat 
tal 
er- 














° 


THE NATIONAL CITY BANK 


OF NEW YORK 


Head Office * 55 WALL STREET + New York 





Condensed Statement of Condition as of December 31, 1949 


Including Domestic and Overseas Branches But Not Including The Affiliated City Bank Farmers Trust Company 











ASSETS 
Cash, Gold and Due from Banks....... $1,264,319,880 
United States Government Obligations. .. 1,902,584,206 
(Direct or Fully Guaranteed) 
Obligations of Other Federal Agencies........ 33,038,025 
State and Municipal Securities.............. 315,078,023 
Other Securities. . 90,859,706 
Loans and inane. i athe 1,381,156,840 
Real Estate Loans one Secwition. ae ro a al dee tectoa 560,011 
Customers’ Liability for Acceptances........ 19,194,542 
Stock in Federal Reserve Bank.............. 7,500,000 
Ownership of International Banking Corpdra- 
tion. Saree nin, Oar Saheee ale Sate were ool ee: dacs 7,000,000 
Bank Pieities.. ri BE aac ha ea ciate 27,021,458 
RS EE sn en oo Sind vida bbe Cee 3,675,648 
PMEMEEE Share ao a Ca ek rode na Wire ha anew $5,051,988,339 





LIABILITIES 


Deposits. . $4,669,251,863 


Liability on iciietaianai ind Bills. $29,520,102 
Less: Own erenenrrs in Port- 





folio. . are ae Se ee eae 22,960,969 
Items in Srenate sits imitans 13,472,380 
Due to Foreign Central Banks................ 9,527,700 

(In Foreign Currencies) 
Reserves for: 
Unearned Discount and Other Unearned 
Income. 8,053,790 
Interest, Taxes, ‘Other Accrued ‘Expenses, ete. 25,778,521 
Dividend. iielotaes Hie eel 2,480,000 
Capital. . .. .124,000,000 
(6,200, 000 Shana @ @ $20 pe 
Surplus. . 126,000,000 
Undivided Profits. 50,463,116 300,463,116 
Tetels sans s $5,051,988,339 








Figures of Overseas Branches are as of December 23, 1949. 


$303,564,822 of United States Government Obligations and $7,665,500 of 
other assets are deposited to secure $220,807,891 of Public and Trust Deposits 
and for other purposes required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 


(dn Dollars Only— Cents Omitted ) 
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—Plummer from Black Star 
REPRESENTATIVE CANNON 
. .. cuts all down the line? 


votes bonuses or other new aid programs 
for veterans. 

Foreign-aid costs already are tapering 
off. Congress made some moderate cuts 
in the amount of money to be handed out 
to the world this fiscal year, and more are 
to be expected next year. Part of this sav- 
ing probably will be offset by increased 
military aid. After 1952, when the Mar- 
shall Plan ends, much of this cost of aid 
abroad should disappear, even though the 
present program might be replaced by a 
modified new system of aid to Europe. 

Part of these savings in military, vet- 
erans and foreign spending may, of 
course, be offset by new costs of one kind 
or another. Outlays for supporting farm 
prices could rise. Public works may be 
stepped up, especially if there is a period 
of widespread unemployment. Social and 
welfare programs probably will be broad- 
ened, but these costs, paid for largely 
out of special pay-roll taxes, have rela- 
tively little effect on the budget. 

Even with some new spending pro- 
grams, it is possible that the budget can 
be whittled down to 37 or 38 billion 
dollars in the next three or four years. If 
that happens, there may be a balanced 
budget once more, with perhaps a little 
money left over to apply toward debt re- 
duction or tax reduction. That, at least, 
is the line of thinking in the Administra- 
tion and in Congress. 

Then, too, the point is being made that 
the budget actually is not as bad as it 
looks on the surface. Government loans 
that are to be repaid in the future are 
lumped in with current operating costs 
in arriving at the budget total. In shaping 
tax policy in years to come, Congress will 
consider the proportion of budget outlays 
that represents recoverable outlays. 
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Tax changes in 1950, however, ap- 
parently are to. be kept within rather nar- 
row bonds. 

Mr. Truman urges Congress to remove 
“inequities” in present tax laws, but he 
holds that the net effect of any tax 
changes at this time should be a “moder- 
ate amount of additional revenue.” In 
other words, any tax cuts should be more 
than made up by increases in other tax 
fields. 

Congress intends to vote some tax re- 
lief, but any increases to make up the 
revenue loss appear unlikely. 

Excises get first call in the 1950 tax 
schedule. Rates are likely te be trimmed 
on about 15 items. Action, however, 
probably will be delayed until spring. 

Income taxes apparently are to re- 
main at current levels, both on individuals 
and on corporations. Suggested increases 
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‘AND SO ON, FAR INTO THE NIGHT’ 


—Bishop in the St. Louis 


in corporate rates run into the argument 
that, even if the corporate rate were 
raised from a top of 38 per cent to a top 
of 50 per cent, the Treasury would get 
only $2,760,000,000 in extra revenue, 
which still would fal! far short of bal- 
ancing the budget. 

Estate and gift taxes probably will 
not be changed. 

Co-operatives and other nonprofit in- 
stitutions are likely to keep their present 
exemptions. 

Tax-evasion drive by the Treasury 
may be stepped up. Loss of revenue 
through tax dodging is getting attention 
in Congress. However, this source of 
revenue is hard to get at. Few expect any 
great amount of additional tax money 
by a new crackdown on evaders. 

General revision of tax laws, aimed 
at removing “inequities,” is scheduled for 
the current session of Congress. These 


changes are likely to be held largely to 
measures that will cost little or nothing 
in revenue, yet they promise fmportant 
relief to some taxpayers. 

Averaging of business losses over good 
years and bad may be set up on a more 
liberal basis. Tax rules on family partner- 
ships may be eased. There is talk of 
modifying Section 102 of the Internal 
Revenue Code, which penalizes corpora- 
tions found to have withheld from stock- 
holders an excessive proportion of earn- 
ings. There may be some changes in the 
tax treatment of stock options. 

Faster depreciation of business prop- 
erty, for tax purposes, appears unlikely 
in 1950. Relief from double taxation of 
corporate income is doubtful. Both of 
these proposals run into problems of 
revenue. 

All told, counting excise cuts and other 
tax revisions now on the schedule. Con- 
gress is expected to write off around a 
billion dollars a year in revenue. 

As things are working out, the U.S. 
Government probably will run in the red 
by well over 11 billion dollars in the two- 
year period to end June 30, 1951. This 
assumes only moderate tax cuts. Actually, 
the deficit could be even higher. 


IDEAS ON CREDIT 
TO SMALL BUSINESS 


Small businesses and their financing 
problems are getting White House atten- 
tion. President Truman told Congress he 
would recommend plans to make it easier 
for the little businessman to get private 
capital. 

Congress's joint Committee on the Eco- 
nomic Report, headed by Senator Joseph 





—Plummer from Black Star 
SENATOR McKELLAR 
. .. an omnibus spending bill? 
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¢. O'Mahoney (Dem.), of Wyoming, is 

preparing a report on the same problem. 

Proposals being discussed. officially 
involve the use of both public and private 
money for financing small business. 

Capital banks, one for each of the 12 
Federal Reserve districts, interest Mr. 
Q'Mahoney’s committee. White House 
support is expected for this proposal. The 
plan is for commercial banks to set up a 
capital bank in each reserve district. 
Money subscribed by commercial banks 
would be used to make long-term loans or 
to buy stock in small businesses. Some 
bankers question the need for capital 
banks. Legislation would be required to 
set them up. 

Government loans on more liberal 
terms also are suggested. Mr. Truman 
urges that the 10-year limit on loans to 
business by the Reconstruction Finance 
Corp. be lifted. His Council of Economic 
Advisers recommends more “technical as- 
sistance” by RFC to borrowers. RFC 
probably will be given more money for 
business loans this year. 

Government insurance of bank loans 
to business is suggested by the Commerce 
Department’s Small Business Advisory 
Committee. 

Insurance loans to small business on 
an expanded scale are urged by Senator 
O'Mahoney. Metropolitan Life Insurance 
Co. is offering to take 90 per cent of busi- 
ness loans if local banks will take the 
remaining 10 per cent. Some persons 
suggest relaxation of State laws to permit 
wider investment in common stocks by 
insurance companies. 

Federal Reserve Bank loans to busi- 
ness are being studied. Federal Reserve 
Board proposes broader authority for 
such loans. 

Action may come on some of these 
ideas in 1950. Idea of capital banks is 
getting most attention just now. For one 
thing, it is designed to provide equity 
capital as well as loans. For another, it 
would not cost the Federal Government 
any money. 





>Refund to banks of part of the 
money they pay for deposit-insurance 
premiums may be authorized by Congress 
this year. 

Idea is to give the Federal Deposit In- 
surance Corp. authority to return to banks 
up to 80 per cent of the amount of their 
premiums in any year. FDIC is reported 
to favor this plan over a cut in premium 
tates, which has been demanded by many 
bankers. Senator Burnet R. Maybank 
(Dem.), of South Carolina, chairman of 
the Senate Banking and Currency Com- 
mittee, plans to offer a bill providing for 
refunds. Decisions on whether refunds 
should be paid each year, and how much, 
would be left to FDIC. 
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J.P. MORGAN & CO. 


INCORPORATED 
NEW YORK 
Condensed Statement of Condition December 31, 1949 
ASSETS 
Cash on Hand and Due from Banks........ $164,459,613.33 
United States Government Securities...... 283,545,914.34 
State and Municipal Bonds and Notes...... 16,272,998.48 
Stock of the Federal Reserve Bank.......... 1,500,000.06 


Other Bonds and Securities (including Shares 
of Morgan Grenfell § Co. Limited and 


Morgan § Cie. Incorporated)............. 12,458,091.13 
Loans and Bills Purchased................+ 173,091,293.71 
Accrued Interest, Accounts Receivable, etc... 2,426,958.47 
FR OAR occ sd oka oes eo esucdesncsacs 3,000,000.00 
Liability of Customers on Letters 

of Credit and Acceptances.......sse++se0 10,023,139.27 

$666,778 ,008.73 
LIABILITIES 
Deposits: U.S. Government $ 47,089,114.32 
All Other........ 510,743,673.61 
Official Checks Outstanding 31,770,249.40 $589,603,037.33 
Accounts Payable, Reserve for Taxes, etc... 6,100,127.21 
Acceptances Outstanding and Letters of 

OCUAMEE. TREO 6 6c = Scere Sncc ccoskissiccine 10,174 663.46 
OGRMEM se al geniavi vcctahsccénveccacduccceste 20,000 000.00 
BAIR nals 3 vieyeetsinevyeseudes Gaede 30,000,000.00 
SEN TIRE BE iden cceckccddecstccsaces 10,900,180.73 

$666,778,008.73 


United States Government securities carricd at $60,231,998.94 in the above 
statement are pledged to qualify for fiduciary powers, to secure 
public montes as required by law, and for other purposes. 
Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


























Aavertising in U.S. News & 
World Report is news . . . the manage- 
ment staffs, the production staffs, the 
men of science, engineering, sales, distri- 
bution, finance, transportation—these 
men are cover-to-cover readers because 
they must keep informed on national 


and international trends. 


U. 8. News& World Report 


H. L. Behlke, Director of Advertising 


30 Rockefeller Plaza, New York 






































Businessmen, peering ahead, find 
that trends prevailing in critical in- 
dexes at year end are encouraging. 

Department-store sales in Decem- 
ber—and final week of 1949—were 
within 3 per cent of year-earlier 
level. They had been off 6 per cent 
in much of 1949. Adjusted for price 
drops—and more inexpensive lines— 
physical volume in December was 
as high as in December, 1948. 

Factory output in December was 
back up to 184 per cent of prewar— 
the level that was reached before 
October work stoppages. That was 
the highest month since last April. 

Manufacturers’ sales, recovering 
quickly from coal and steel short- 
ages, rose 7 per cent in November, 
seasonally corrected. Metal, textile 
and oil groups led the rise. Unfilled 
orders also rose in November. 

Inventories of manufacturers shrank 
by 100 million dollars in November, 
after adjustment. Liquidation con- 
tinued in all major nondurable in- 
dustries. At month’s end, manufac- 
turers’ stocks were smaller than a 
year earlier in relation to sales. 


nessmen’s peace of mind. 


corporations has become stronger 
than at any recent time. Chart 
above shows that at the end of the 
third quarter current _ liabilities 
stood at 20.1 billion dollars. That 
was covered by 21.1 billion in cash 
and U.S. Government securities 





INDICATORS OF BUSINESS ACTIVITY 


Liquid Condition of 


Manufacturing Corporations 


Liabilities due 
within 1 year — | 
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sition to write off entirely their in- 
vestment in inventories, accounts 
receivable and other assets, and still 
pay all their debts coming due 
within a year. 


Other signs do little to disturb busi- End-of-year position appears to 


have been nearly as liquid. 


Financial position of manufacturing Profits of all corporations, after a 


strong recovery in the third quarter 
of 1949, dipped in the final quarter 
as work stoppages cut into reve- 
nues. Drop, at annual rates, was 
from 28 billion dollars, before taxes, 
to about 26.5 billion. But that ig- 
nores declining costs of carrying 


Inventory liquidation and lower 
price of replacing stocks had the 
effect of making an additional 4.9 
billion dollars available to corpora- 
tions in 1949, as compared with 
1948. That more than covered the 
4.5-billion-dollar decline in corpo- 
rate profits for the full year 1949. 
Corporate funds in 1949 now ap- 
pear to have been easily come by. 

Total needs were down to 15.1 bil- 
lion dollars, from 25.9 billion in 
1948. Retained profits—after profit 
declines and dividend increases— 
amounted to about 7.5 billion. With 
growing depreciation reserves—at 
6.2 billion—that nearly covered all 
needs. 

Stock issues, even so, have increased 
as the market for shares has become 
more inviting. Value of stock issued 
for new capital in the second half 
of 1949 was more than half as great 
as the value of new bond issues. In 
the first half year, new stock issues 
amounted to less than a third of 
‘new bond issues. For the year, new 
shares totaled 1.4 billion dollars, 
against 1.2 billion in 1948. 

Stock-market prices, rising to the 
highest level since 1946, were at 
200.57 on tiie Dow-Jones industrial 
average on Jan. 5, 1950. On that 
day, the market had its heaviest 
trading session in 14 months. Rea- 
‘son appears to have been the entry 
of small traders, not professionals. 
If that continues, stocks will meet 
a long-awaited broadening of the 
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Around the World 
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LONDON....PARIS....BUENOS AIRES....SANTIAGO.... 





>> London feels better as British dollar reserves begin to fatten..... 

Dollar holdings--at almost 1.7 billion--are still nothing to rave about, 
are still half a billion below what is thought a safe minimun, 

Reversal of downtrend is important, though. Dollar reserves rose about 348 
million dollars between the time of devaluation and the end of 1949. In the 
second and third quarters, the net dollar drain reached almost half a billion 
dollars. Devaluation stanched this outflow. 

Gains in dollar holdings in 1950 may not match the rate since devaluation. 











Special factors since devaluation have been payments of deferred bills owed to 
Britain, placing of deferred orders, seasonal pickup in exports to dollar mar- 
kets. However, cutbacks in dollar imports and expected growth in exports to 
dollar areas should bolster British dollar holdings in the first half. 

It's the second half that worries London. Then Marshall Plan aid will be 
less. But Britain will be nowhere near earning her own way in dollars. 





Hard core of Britain's problem is this: Many major imports can't be bought 
in sufficient quantities anywhere else but in dollar countries. For example: 

Wheat and flour--two thirds of supplies must come from dollar countries. 
Tobacco=--two thirds. Sugar--one tenth. Timber--one quarter. Copper--one 
third. Aluminum--three quarters. Sulphur--nearly all. 

Dollar earnings from British exports have been covering only about half of 
the bills owed for these and other things bought in the dollar area. 

Gap now is closed mainly by Marshall Plan dollars. 





>> Marshall Plan countries must lower their sights on future U.S. aid..... 

All countries, except Greece, are now asked to cut their aid requests by 25 
per cent for the year beginning July 1. Even this may not turn out to be enough 
of a cut for an economy-minded U.S. Congress. A 25 per cent cut means-- 

Marshall Plan aid will be reduced from 3.8 billion dollars to 2.9. 

Marshall Plan countries take a third of all U.S. exports, or about 4.5 
billion dollars' worth annually. But they have been covering only about 20 per 
cent of this cost by exports to the U.S. Most of the balance came out of Mar- 
shall Plan funds. It's clear that cuts in such funds will affect these coun- 
tries’ buying in the U.S. That is, unless their sales and earnings in the U.S. 
can suddenly be made to climb vertically. And that's not likely. 








>> Britain is making new efforts to attract American private capital..... 
Bigger dollar investments in British enterprises would ease the dollar 





Shortage. Any kind of dollar inflow is acceptable to the British. 


(over) 
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BUSINESS AROUND THE WORLD-- (Continued) 


So now Americans investing dollars in a British venture are to be guaran- 
teed the return of their original capital in dollars any time. Up till now, 
such capital was blocked for at least 10 years. 

Hitch is, there is no such guarantee about taking out earnings. 

Such guarantees might be provided, however, by the U.S. Congress in 
Point 4 legislation, if Congress gets around to that. 

Meanwhile, rush of American capital into Britain isn't likely. 








>> Gold is again pulling South Africa out of an economic crevice..... 

Gold-mining profits have more than doubled since the September devalua- 
tions. Dividends are way up. Gold sold for sterling brings a much higher price 
than before devaluation. Lower-grade ores can now be mined profitably. Wages 
for native labor have been increased. More labor is available. Gold production 
is well maintained. There's much interest in new mines. 

British capital is attracted by the glint of gold. Capital inflow into 
South Africa in the last few weeks is attracting attention. 

Gold earnings, inflow of capital, rigorous import controls have eased South 
Africa's situation. Only last June, South African reserves of sterling and gold 
were dangerously low and apparently going lower. Resultant restrictions on 
imports, especially from the U.S. and Britain, were drastic. 

Now sterling reserves are three times what they were in September. 

Odds favor easing of import curbs--at least on British goods. Later, if 
gold output increases, more imports from the U.S. might be allowed. 























>> In Argentina, there's a big market for farm machinery to be exploited. 

Argentine farmers haven't nearly enough farm equipment. 

What they have is worn out, over age. 

Recent sampling showed 40 per cent of tractors in use were bought 12 or 
more years ago. Likewise for 55 per cent of the harvesters. 

Official estimates are that 27,500 tractors are needed immediately; That's 
to bring the standard of mechanization back to the low 1939 level. 

Signs are that foreign exchange will be made available this year to buy 
tractors and other equipment. Question is whether American or European firms 
get the business. U.S.-Argentine talks give promise that trade between the 
countries will pick up this year. Argentina is gradually working down bills 
owed to American exporters. More sensible pricing of Argentina's exports will 
help her earn more dollars, as well as other currencies. 








>> Copper companies will be affected by Chile's new exchange rate..... 

Multiple exchange rates are to be collapsed into a single rate. 

Devalued peso will not affect dollar-earning power of most copper exports. 
Great bulk of this copper is contracted for in dollars. 

American copper companies in Chile presumably no longer will have to turn 
dollars over to the Chilean Government at a highly unfavorable exchange rate. 

Somehow, though, the Chilean Government will have to recoup the large 
profits made out of this arrangement with the copper companies. 

Much higher direct taxes might be levied on then. 

Chile's inflation won't be improved by devaluation. Too many necessities 
have to be imported. Copper companies, thus, may be facing demands for higher 
wages. But those will be in pesos, whereas most sales are in dollars. 
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MESSAGE OF THE PRESIDENT 


Mr. President, Mr. Speaker, members of the Congress: 


A year ago I reported to this Congress that the state of the 
Union was good. I am happy to be able to report to you today 
that the state of the Union continues to be good. Our Re- 
public continues to increase in the enjoyment of freedom 
within its borders, and to offer strength and encouragement 
to all those who love freedom throughout the world. 

During the past year we have made notable progress in 
strengthening the foundations of peace and freedom, abroad 
and at home. 

We have taken important steps in securing the North At- 
lantic community against aggression. We have continued our 
successful support of European recovery. We have returned 
to our established policy of expanding international trade 
through reciprocal agreement. We have strengthened our 
support of the United Nations. 

While great problems still confront us, the greatest danger 
has receded—the possibility which faced us three years ago 
that most of Europe and the Mediterranean area might col- 
lapse under totalitarian pressure. Today, the free peoples of 
the world have new vigor and new hope for the cause of peace. 

In our domestic affairs, we have made notable advances 
toward broader opportunity and a better life for all our citi- 
zens. 

We have met and reversed the first significant downturn in 
economic activity since the war. In accomplishing this, Gov- 
ernment programs for maintaining employment and purchas- 
ing power have been of tremendous benefit. As the result of 
these programs, and the wisdom and good judgment of our 
businessmen and workers, major readjustments have been 
made without widespread suffering. 

During the past year, we have also made a good start in 
providing housing for low-income groups; we have raised mini- 
mum wages; we have gone forward with the development of 
our natural resources; we have given greater assurance of 
stability to the farmer; and we have improved the organization 
and efficiency of our Government. 

Today, by the grace of God, we stand a free and prosperous 
nation with greater possibilities for the future than any people 
have ever had before. 

We are now, in this year of 1950, nearing the midpoint of 
the 20th century. 

The first half of this century will be known as the most tur- 
bulent and eventful period in recorded history. The swift pace 
of events promises to make the next 50 years decisive in the 
history of man on this planet. 

The scientific and industrial revolution which began two 
centuries ago has, in the last 50 years, caught up the peoples 
of the globe in a common destiny. Two world-shattering wars 
have proved that no corner of the earth can be isolated from 
the affairs of mankind. 

The human race has reached a turning point. Man has 
opened the secrets of nature and mastered new powers. If he 
uses them wisely, he can reach new heights of civilization. 
If he uses them foolishly, they may destroy him. 

Man must create the moral and legal framework for the 
world which will insure that his new powers are used for good 
and not for evil. In shaping the outcome, the people of the 
United States will play a leading role. 

Among all the great changes that have occurred in the last 
50 years, none is more important than the change in the po- 
sition of the United States in world affairs. Fifty years ago, 
we were a country devoted largely to our own internal affairs. 
Our industry was growing, and we had new interests in the 
Far East and in the Caribbean, but we were primarily con- 
cerned with the development of vast areas of our own conti- 
nental territory. 
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Today, our population has doubled. Our national produc- 
tion has risen from about 50 billion dollars, in terms of today’s 
prices, to the staggering figure of 255 billion dollars a year. 
We have a more productive economic system and a greater 
industrial potential than any other nation on the globe. Our 
standard of living is an inspiration for all other peoples. Even 
the slightest changes in our economic and social life have 
their effect on other countries all around the world. 

Our tremendous strength has brought with it tremendous 
responsibilities. We have moved from the outer edge to the 
center of world affairs. Other nations look to us for a wise 
exercise of our economic and military strength, and for vigor- 
ous support of the ideals of representative government and a 
free society. We will not fail them. 

Our objective in the world is peace. Our country has joined 
with others in the task of achieving peace. We know now that 
this is not an easy task, or a short one. But we are determined 
to see it through. Both of our great political parties are com- 
mitted to working together—and I am sure they will continue to 
work together—to achieve this end. We are prepared to devote 
our energy and our resources to this task, because we know 
that our own security and_the future of mankind are at stake. 

Our success in working with other nations to achieve peace 
depends largely on what we do at home. We must preserve 
our national strength. Strength is not simply a matter of arms 
and force. It is a matter of economic growth, and social health, 
and vigorous institutions, public and private. We can achieve 
peace only if we maintain our productive energy, our demo- 
cratic institutions, and our firm belief in individual freedom. 

Our surest guide in the days that lie ahead will be the spirit 
in which this great Republic was founded. We must make our 
decisions in the conviction that all men are created equal, that 
they are equally entitled to life, liberty, and the pursuit of hap- 
piness, and that the duty of government is to serve these ends, 

This country of ours has experienced many blessings, but 
none greater than its dedication to these principles. At every 
point in our history, these ideals have served to correct our 
failures and shortcomings, to spur us on to greater efforts, and 
to keep clearly before us the primary purpose of our existence 
as a nation. They have enshrined for us, as a principle of 
government, the moral imperative to do justice, and the divine 
command to men to love one another. 

These principles give meaning to all that we do. 

In foreign policy, they mean that we can never be tolerant 
of oppression or tyranny. They mean that-we must throw our 
weight on the side of greater freedom and a better life for 
all peoples. These principles confirm us in carrying out the 
specific programs for peace which we have already begun. 

We shall continue to give our wholehearted support to the 
United Nations. We believe that this organization can ulti- 
mately provide the framework of international law and mo- 
rality without which mankind cannot survive. It has already 
set up new standards for the conduct of nations in the Decla- 
ration of Human Rights and the Convention on Genocide. It 
is moving ahead to give meaning to the concept of world 
brotherhood through a wide variety of cultural, economic, and 
technical activities. 

The events of the past year again showed the value of the 
United Nations in bringing about the peaceful adjustment of 
tense international controversies. In Indonesia and in Pales- 
tine, the efforts of the United Nations have put a stop to 
bloodshed and paved the way to peaceful settlements. 

We are working toward the time when the United Nations 


‘will control weapons of mass destruction and will have the 


forces to preserve international law and order. While the 
world remains unsettled, however, and as long as our own 
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curity and the security of the free world require, we will 
maintain a strong and well-balanced defense organization. The 
Selective Service System is an essential part of our defense 
plans, and it must be continued. 

Under the principles of the United Nations Charter, we 
must continue to share in the common defense of free nations 
against aggression. At the last session, this Congress laid the 
basis for this joint effort. We now must put into effect the 
common defense plans that are being worked out. 

We shall continue our efforts for world economic recovery, 
because world prosperity is the only sure foundation for per- 
manent peace. 

As an immediate means to this end, we must continue our 
support of the European Recovery Program. This program 
has achieved great success in the first two years of operation, 
but it has not yet been completed. If we were to stop this 
program now, or cripple it, just because it is succeeding, we 
should be doing exactly what the enemies of democracy want 
us to do. We should be just as foolish as a man who, for 
reasons of talse economy, failed to put a roof on his house 
after building the foundation and the walls. 

World prosperity also requires that we do all we can to 
expand world trade. As a major step in this direction, we 
should promptly join the International Trade Organization. 
The purpose of this organization, which the United States 
has been foremost in creating, is to establish a code of fair 
practice, and an international authority for adjusting differ- 
ences in international commercial relations. It is an effort to 
prevent the kind of anarchy and irresponsibility in world trade 
which did so much to bring about the world depression in 
the 1930s. 

An expanding world economy requires the improvement of 
living standards and the development of resources in areas 
where human poverty and misery now prevail. Without such 
improvement, the recovery of Europe and the future of our 
own economy will not be secure. I urge that the Congress 
adopt the legislation now before it to provide for increasing 
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the flow of technical assistance and capital investment to 
underdeveloped regions. 

It is more essential now than ever, if the ideals of freedom 
and representative government are to prevail in these areas, 
and particularly in the Far East, that their people experience, 
in their own lives, the benefits of scientific and economic ad- 
vances. This program will require the movement of large 
amounts of capital from the industrial nations, and particular- 
ly from the United States, to productive uses in the under- 
developed areas of the world. Recent world events make 
prompt action imperative. 

This program is in the interest of all peoples—and it has 
nothing in common with either the old imperialism of the 
last century or the new imperialism of the Communists. 

Our aim for a peaceful, democratic world of free peoples 
will be achieved in the long run, not by force of arms, but by 
an appeal to the minds and hearts of men. If the peace policy 
of the democratic nations is to be successful, they must 
demonstrate that the benefits of their way of life can be in- 
creased and extended to all nations and all races. 

In the world today, we are confronted with the danger 
that the rising demand of people everywhere for freedom and 
a better life may be corrupted and betrayed by the false 
promises of Communism. In its ruthless struggle for power, 
Communism seizes upon our imperfections, and takes advan- 
tage of the delays and setbacks which the democratic nations 
experience in their effort to secure a better life for their 
citizens. This challenge to us is more than a military chal- 
lenge. It is a challenge to the honesty of our profession of the 
democratic faith; it is a challenge to the efficiency and stability 
of our economic system; it is a challenge to our willingness to 
work with other peoples for world peace and world prosperity. 

For my part, I welcome the challenge. I believe that our 
country, at this crucial point in world history, will meet that 
challenge successfully. I believe that, in co-operation with 
the other free nations of the world, we shall extend the full 
benefits of the democratic way of life to millions who do not 
now enjoy them, and preserve mankind from dictatorship and 
tyranny. 

I believe that we shall succeed in our struggle for peace, 
because I have seen the success we have had in our own 
country in following the principles of freedom. Over the last 
50 years, the ideals of liberty and equal opportunity to which 
our nation is dedicated have been increasingly realized in the 
lives of our people. 

The ideal of equal opportunity no longer means simply the 
opportunity which a man has to advance beyond his fellows. 
Some of our citizens do achieve greater success than others as 
a reward for individual merit and effort, and this is as it 
should be. As the same time, our country must be more than 
a land of opportunity for a select few. It must be a land of 
opportunity for all of us. In such a land, all can grow and 
prosper together. 

The simple truth that we can all go forward together is 
often questioned by selfish or short-sighted persons. It is 
strange that this is so, for this proposition is so clearly demon- 
strated by our national history. During the last 50 years, for 
example, our nation has grown enormously in material well- 
being. This growth has come about, not by concentrating the 
benefits of our progress in the hands of a few, but by increas- 
ing the wealth of the great body of our citizens. 

In the last 50 years, the income of the average family has 
increased so greatly that its buying power has doubled. The 
average hours of work have declined from 60 to 40 a week, 
while the hourly production of the average worker has tripled. 
Average wages, allowing for price changes, have increased 
from about 45 cents an hour to $1.40 an hour. 

We have accomplished what to earlier ages of mankind 
would have been a miracle—we work shorter hours, we pro- 
duce more, and we live better. 

Increasing freedom from poverty and drudgery has given a 
fuller meaning to American life. Our people are better edu- 
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cated; we have more opportunities for travel and recreation 
and enjoyment of the arts. We enjoy more personal liberty in 
the United States today than ever before. 

If we can continue in the spirit of co-operative adventure 
which has marked the recent years of our progress, we can 
expect further scientific advances, further increases in our 
standard of living, and a still wider enjoyment of democratic 
freedom. 

No one, of course, can foretell the future exactly. However, 
if we assume that we shall grow as fast in the future as we have 
grown in the past, we can get a good idea of how much our 
country should grow over the next 50 years. 

At present our total national production is 255 billion dol- 
lars a year. Our working population and our output per worker 
are increasing. If our productive power continues to increase 
at the same rate as it has increased for the past 50 years, our 
total national production 50 years from now will be nearly 
four times as much as it is today. Allowing for the expected 
growth in population, this would mean that the real income of 
the average family in the year 2000 A.D. would be about 
three times what it is today. 

These are estimates of what we can do in the future, but 
we can reach these heights only if we follow the right policies. 
We have learned by bitter experience that progress is not 
automatic—that wrong policies lead to depression and disaster. 
We cannot achieve these gains unless we have a stable econ- 
omy and avoid the catastrophes of boom and bust that have 
set us back in the past. 

These gains cannot be achieved unless our businessmen 
maintain their spirit of initiative and enterprise and operate in 
a competitive economic system. They cannot be achieved 
unless our working men and women and their unions help to 
increase productivity and obtain for labor a fair share of the 
benefits of our economic system. They cannot be achieved 
unless we have a stable and prosperous agriculture. They 
cannot be achieved unless we conserve and develop our nat- 
ural resources in the public interest. Our system will not work 
unless our peoples are healthy, well educated and confident 
of the future. It will not work unless all citizens can participate 
fully in our national life. 

In achieving these gains, the Government has a special 
responsibility to help create and maintain the conditions which 
will permit the growth we know is possible. Foremost among 
these conditions is the need for a fair distribution of our in- 
creasing prosperity among all the great groups of our popu- 
lation who help to bring it about—business, labor, and agri- 
culture. 

Businessmen must continue to have the incentives necessary 
for investment and for the development of new lines of enter- 
prise. In the future growth of this country, lie possibilities for 
hundreds of thousands of new and independent businesses. 
As our national production increases, as it doubles and re- 
doubles in the next 50 years, the number of independent 
and competing enterprises should also increase. If the num- 
ber does not increase, our constantly growing economy will 
fall under the control of a few dominant economic groups 
whose powers will be so great that they will be a challenge 
to democratic institutions. 

To avoid this danger, we must curb monopoly and provide 
aids to independent business so that it may have the credit 
and capital to compete in a system of free enterprise. I 
recommend that the Congress complete action at this session 
on the pending bill to close the loopholes in the Clayton Act 
which now permit monopolistic mergers. I also hope before 
this session is over to transmit to the Congress a series of 
proposals to strengthen the antimonopoly laws, to assist small 
business, and to encourage the growth of new enterprises. 

In the case of labor, free collective bargaining must be pro- 
tected and encouraged. Collective bargaining is not only a 
fundamental economic freedom for labor. It is also a strength- 
ening and stabilizing influence for our whole economy. 

The federal statute now governing labor relations is puni- 
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tive in purpose and one-sided in operation. This statute js, 
and always has been, inconsistent with the practice of true and 
effective collective bargaining. It should be repealed and 
replaced by a law that is fair to all and in harmony with our 
democratic ideals. 

A full understanding of the problems of modern labor rela- 
tions is of such importance that I recommend the establish- 
ment of a labor extension service to encourage educational 
activities in this field. 

Another essential for our continued growth is a stable and 
prosperous agriculture. For many years, we have been build- 
ing a program to give the farmer a reasonable measure of 
protection against the special hazards to which he is exposed. 
That program was improved at the last session of the Congress, 
However, our farm legislation is still not adequate. 

Although the Congress has properly declared as a matter 
of national policy that safeguards must be maintained against 
slumps in farm prices, there are serious shortcomings in the 
methods now available for carrying out this policy. Manda- 
tory price supports should be provided for the commodities 
not now covered which are major sources of farm income. 

Moreover, we should provide a method of supporting farm 
income at fair levels which will, at the same time, avoid piling 
up unmanageable surpluses and allow consumers to obtain 
the full benefit of our abundant agricultural production. A 
system of production payments gives the greatest promise of 
accomplishing this purpose. I recommend that the use of 
such a system be authorized. 

One of the most important factors in our continued growth 
is the construction of more good, up-to-date housing. In a 
country such as ours, there is no reason why decent homes 
should not be within the reach of all. With the help of various 
Government programs, we have made great progress in the 
last few years in increasing the number of homes. 

Despite this increase, there is still an acute shortage of hous- 
ing for the lower and middle-income groups, especially in 
large metropolitan areas. We have laid the groundwork for 
relieving the plight of lower-income families in the Housing 
Act of 1949. To aid middle-income families, I recommend 

that the Congress enact new legislation authorizing a vigorous 
program to help co-operatives and other nonprofit groups build 
housing which these families can afford. 

Rent control has done a great deal to prevent the housing 
shortage from having had worse effects during this period of 
postwar adjustment. Rent control is still necessary to prevent 
widespread hardship and sharp curtailment of the buying 
power of millions of consumers in metropolitan areas. I rec- 
ommend, therefore, that rent control be continued for an- 
other year. 

If we are to achieve a better life for all, the natural resources 
of the country must be regarded as a public trust. We must 
use our precious assets of soil, water, forest, and grassland in 
such a way that they become constantly more productive and 
more valuable. Government investment in the conservation 
and development of our resources is necessary to the future 
economic expansion of the country. 

We need to enlarge the production and transmission of 
public power. This is true not only in those regions which 
have already received great benefits from federal power proj- 
ects, but also in regions such as New England where the bene- 
fits of large-scale public power development have not yet 
been experienced. 

In our hydroelectric and irrigation undertakings, as well as 
in our other resource programs, we must continue policies to 
assure that their benefits will be spread among the many and 
not restricted to a favored few. 

Important resource legislation which should be passed at 
this session includes the authorization of the St. Lawrence 
Seaway and power project and the establishment of the Co- 
lumbia Valley Administration. 

Through wise Government policies and Government ex- 
penditures for the conservation and development of our natural 
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resources, we can be sure of transmitting to our children and 


our children’s children a country far richer and more produc- 

tive than the one we know today. 

The value of our natural resources is constantly being in- 
creased by the progress of science. Research is finding new 
ways of using such natural assets as minerals, sea water, and 
plant life. In the peaceful development of atomic energy, 
particularly, we stand on the threshold of new wonders. The 
first experimental machines for producing useful power from 
atomic energy are now under construction. We have made 
only the first beginnings in this field, but in the perspective 
of history they may loom larger than the first airplane, or even 
the first tools that started man on the road to civilization. 

To take full advantage of the increasing possibilities of 
nature, we must equip ourselves with increasing knowledge. 
Government has a responsibility to see that our country main- 
tains its position in the advance of science. As a step toward 
this end, the Congress should complete action on the measure 
to create a National Science Foundation. 

Another duty of the Government is to promote the eco- 
nomic security, the health, and the education of its citizens. 
By so doing, we strengthen both our economy and the struc- 
ture of our society. In a nation as rich as ours, all citizens 
should be able to live in decency and health. 

Our Social Security System should be developed into the 
main reliance of our people for basic protection against the 
economic hazards of old age, unemployment, and illness. I 
earnestly hope that the Congress will complete action at this 
session on legislation to increase the benefits and extend the 
coverage of old-age and survivors’ insurance. The widespread 
movement to provide pensions in private industry dramatizes 
the need for improvements in the public insurance system. 

I also urge that the Congress strengthen our unemploy- 
ment-compensation law to meet present-day needs more ade- 
quately. The economic downturn of the past year was the 
first real test that our system of unemployment insurance has 
had to meet. That test has proved the wisdom of the system, 
but it has also made strikingly apparent the need for improv- 
ing its operation and increasing its coverage and its benefits. 

In the field of health, there are immense opportunities to 
extend to more of our people the benefits of the amazing ad- 
vances in medical science. We have made a good beginning in 
expanding our hospitals, but we must go on to remedy the 
shortages of doctors, nurses, and public health services, and 
to establish a system of medical insurance which will enable 
all Americans to afford good medical care. 

We must take immediate steps to strengthen our educa- 
tional system. In many parts of our country, young people 
are being handicapped for life because of a poor education. 
The rapidly increasing number of children of school age, 
coupled with the shortage of qualified teachers, makes this 
problem more critical each year. I believe that the Congress 
should no longer delay in providing federal assistance to the 
States so that they can maintain adequate schools. 

As we go forward in achieving greater economic security 
and greater opportunity for all our people, we should make 
every effort to extend the benefits of our democratic institutions 
to every citizen. The religious ideals which we profess, and the 
heritage of freedom which we have received from the past, 
clearly place that duty upon us. I again urge the Congress to 
enact the civil-rights proposals I made in February, 1948. 
These are proposals for the enactment of federal statutes which 
will protect all our people in the exercise of their democratic 
rights and their search for economic opportunity, grant State- 
hood to Alaska and Hawaii, provide a greater measure of self- 
government for our island possessions, and accord home rule 
to the District of Columbia. Some of those proposals have been 
before the Congress for a long time. Those who oppose them, 
as well as those who favor them, should recognize that it is 
the duty of the elected representatives of the people to let 
these proposals come to a vote. 

Our democratic ideals, as well as our own best interests, re- 
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quire that we do our fair share in providing homes for the un- 
fortunate victims of war and tyranny. In so doing, we shall add 
strength to our democracy through the abilities and skills 
which these men and women will bring here. I urge the prompt 
enactment by the Congress of the legislation now before it to 
extend and broaden the existing displaced-persons law and 
remove its discriminatory features. 

The measures I am recommending to the Congress concern- 
ing both our foreign and our domestic policies represent a care- 
fully considered program to meet our national needs. It is a 
program which necessarily requires large expenditures of 
funds. More than seventy per cent of the Government’s ex- 
penditures are required to meet the costs of past wars and to 
work for world peace. This is the dominant factor in our fiscal 
policy. At the same time, the Government must make sub- 
stantial expenditures which are necessary to the growth and 
expansion of the domestic economy. 

At present, largely because of the ill-considered tax reduc- 
tion of the 80th Congress, the Government is not receiving 
enough revenue to meet its necessary expenditures. 

To meet this situation, I am proposing that federal expendi- 
tures be held to the lowest levels consistent with our inter- 
national requirements and the essential needs of economic 
growth and the well-being of our people. At the same time, we 
must guard against the folly of attempting budget slashes 
which would impair our prospects for peace or cripple the pro- 
grams essential to our national strength. 

The budget recomntendations I shall shortly transmit to the 
Congress show that we can expect a substantial improvement in 
our fiscal position over the next few years, as the cost of some of 
the extraordinary postwar programs declines, and as Govern- 
ment revenue rises as a result of growth in employment and na- 
tional income. To further improve our fiscal outlook, we should 
make some changes in our tax system which will reduce present 
inequities, stimulate business activity, and yield a moderate 
amount of additional revenue. I expect to transmit specific rec- 
ommendations to the Congress on this subject at an early date. 

The fiscal policy I am recommending is the quickest and 
safest way of achieving a balanced budget. 

As we move forward into the second half of the 20th cen- 
tury, we must always bear in mind the central purpose of our 
national life. We do not seek material prosperity for ourselves 
because we love luxury; we do not aid other nations because 
we wish to increase our power. We have not devised programs 
for the security and well-being of our people because we are 
afraid or unwilling to take risks. This is not the meaning of our 
past history or our present course. 

We work for a better life for all, so that all men may put to 
good use the great gifts with which they have been endowed 
by their Creator. We seek to establish those material conditions 
of life in which, without exception, men may live in dignity, 
perform useful work, serve their communities, and worship 
God as they see fit. 

These may seem simple goals, but they are not little ones. 
They are worth a great deal more than all the empires and 
conquests of history. They are not to be achieved by military 
aggression or political fanaticism. They are to be achieved by 
humbler means—by hard work, by a spirit of self-restraint in 
our dealings with one another, and by a deep devotion to the 
principles of justice and equality. ‘ 

It should make us truly thankful, as we look back to the be- 
ginnings of this country, that we have come so far along the 
road to a better life for all. It should make us humble to think, 
as we look ahead, how much farther we have to go to accom- 
plish, at home and abroad, the objectives that were set out for 
us at the founding of this nation. 

As we approach the halfway mark in the 20th century, we 
should ask for continued strength and guidance from that 
Almighty Power who has placed before us such great oppor- 
tunities for the good of mankind in the years to come. 

Harry S. TRUMAN 


January 4, 1950 
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THE ECONOMIC REPORT 


To the Congress of the United States: 


As 1950 opens, renewed confidence prevails in the American 
economy. This confidence is in itself an element of strength; 
and it is justified by the facts. 

Late in 1948 we stood at the peak of the inflationary boom. 
It was clear that an eventual adjustment was inevitable before 
we would have a firm basis for stability and steady economic 
growth. During 1949 we met the test of that adjustment. De- 
spite rough going for a few months, we made _ necessary 
changes with much less distress and difficulty than ever before. 
Today we are on firmer ground than we were a year ago. 

Prices are down somewhat, and show the relative stability 
on which firm business and consumer plans can be based. In- 
ventories of manufacturers and retailers have been reduced, 
and now are better adjusted to the rate of sales. These changes 
were accomplished with only very small reductions in dollar 
incomes and consumer spending. Allowing for price changes, 
the volume of goods and services purchased by consumers in 
1949 was actually larger than in 1948. Business is proceeding 
with good profit prospects. Home building in 1949 reached a 
higher level than ever before. 

More important still, employment and production, which 
declined during the first few months of 1949, have in recent 
months been moving upward again. Considerably more people 
now have jobs than at the low point last vear. Industrial pro- 
duction has increased by 9 per cent since July. Holiday sales 
have hit an all-time peak. 

The relatively safe passage from inflation to greater stability 
was no accident. Businessmen, workers and farmers demon- 
strated much greater judgment and restraint than in earlier 
similar periods. Their actions showed that they had gained 
understanding of the causes of our economic situation and what 
should be done to improve it. Their efforts were aided by pub- 
lic policies which had been developed over the years and had 
been improved by experience. Government measures in such 
fields as credit and banking, social insurance, and agricultural 
price supports, proved their worth in cushioning the down- 
swing and lending strong support to the recovery movement. 

This effective teamwork between free enterprise and Gov- 
ernment confounded the enemies of freedom who waited 
eagerly, during 1949, for the collapse of the American econ- 
omy. Our economy continues strong. We are able to continue 
and advance the domestic and international programs which 
are the hope of free peoples throughout the world. 

We have succeeded in avoiding a serious setback in 1949. 
We have regained stability; but we need more than stability. 
The great motivating force in our economic system is the 
perpetual will to move ahead, to use our skills and our re- 
sources more efficiently, to produce more at lower cost, and 
to provide a better and richer life for all our citizens. The 
American economy must expand steadily. 

Maximum production and maximum employment are not 
static goals; they mean more jobs and more business oppor- 
tunities in each succeeding year. If we are to attain these ob- 
jectives, we must make full use of all the resources of the 

American economy. 


SUMMARY OF THE 


Total civilian employment in 1949 averaged 58.7 million, 
somewhat less than the average of 59.4 million in 1948, and 
was 58.6 million in December 1949. Nonagricultural employ- 
ment fell during the first five months, reaching a low of 49.7 mil- 
lion in May. Since that month it has increased at more than 
the usual seasonal rate, reaching 51.8 million in December. 

Over the year, unemployment averaged 3.4 million, or about 
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During the past year we did not do so. Our success thus 
far in reversing the forces of recession cannot hide the high 
price we paid for economic instability. The downturn brought 
anxiety and suffering to millions who became unemployed, and 
to their families. It brought failure to many small businesses. It 
reduced the opportunities for the creation of new enterprises, 
It hurt the free nations whose continuing revival depends upon 
trade with us. It caused our total output for 1949 to be some 
10 to 13 billion dollars lower than it would have been if 
maximum production and employment had been maintained. 

In earlier economic reports, I emphasized the dangers of 
permitting inflationary pressures to continue, and urged 
measures to hold them in check. Most of these measures were 
not adopted, and the break in the economic boom, against 
which I had warned, came to pass. Six months ago, the Mid- 
year Economic Report pointed out the way to recovery. Ad- 
ditional steps should now be taken to complete the process of 
recovery. We must not again make the mistake of failing to 
adopt affirmative policies necessary for continued economic 
stability and growth. 

At present, our economy is moving upward again. But we 
have not yet reached the point of fully employing our re- 
sources. 

Although output is high, some resources of plant and equip- 
ment are not being fully used. Although employment is large, 
unemployment in recent months has been about 1% to 2 million 
higher than in the corresponding months of 1948. Furthermore, 
our technology, productive facilities, and labor force are con- 
tinuing to grow. 

If we are to use all these resources, we must tap the dynamic 
forces of expansion within the American economy. One of the 
most important of these dynamic forces is the process of busi- 
ness investment, by which productive capacity is enlarged and 
improved. In the fourth quarter of the year, business invest- 
ment has not kept pace with the improvement in economic 
conditions. If the downward trend in business investment were 
to continue, our prospects for full recovery and continued ex- 
pansion would be seriously endangered. 

There is no need for this decline to continue. There are im- 
mense opportunities for business investment in nearly every seg- 
ment of the economy. There are in general sufficient funds avail- 
able to businessmen who want to seize these opportunities. The 
initiative of businessmen, aided by proper Government policies, 
can and should soon reverse the trend of business investment. 

Business investment can continue at a high level only if 
markets for consumer goods continue to expand. Price and 
wage policies should be directed at enlarging these markets. 
For only by broadening the distribution of goods and services 
can our business system find full use for its expanding pro- 
ductive capacity. 

The events of 1949 demonstrated anew. the basic strength 
of the American economy. They also demonstrated that 
economic affairs are not beyond human control. We should 
now seek to establish a course that will complete the recov- 
ery and carry us on to steady economic growth. 


ECONOMIC SITUATION 


5 per cent of the labor force, compared with 2.1 million or 3 
per cent of the somewhat smaller labor force in 1948. Unem- 
ployment at its worst in July, 1949, amounted to 4.1 million. 
In December, it was just below 3.5 million, 1.6 million more 
than in December, 1948. There has been a rapid rise in the 
number of unemployed workers exhausting their rights to 
unemployment benefits. 
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Total production of all goods and services in 1949 was 259 
billion dollars. Adjusted for changes in prices, this was about 
] per cent lower than in 1948, and fell short of maximum pro- 
duction by 4 to 5 per cent, or 10 to 13 billion dollars. The 
sharpest drop was in industrial production, which averaged 9 
per cent lower than in 1948, while agricultural output dropped 
about 1 per cent. Construction advanced about 5 per cent, and 
output of electricity and gas rose about 2 per cent. There was 
a gain in the service industries. 

From November, 1948 until the low point of July, 1949, 
industrial production declined 17 per cent. Since July the 
trend has been upward, interrupted only by work stoppages. 
By December industrial production had regained nearly half 
of the lost ground. 

Prices during the first half of 1949 showed a general but 
moderate decline, followed by relative stability in the second 
half. Wholesale prices by the end of the year were down 7 
per cent from their level of a year earlier and 11 per cent be- 
low their 1948 peak. The sharpest declines were in farm and 
wholesale food prices. Farm prices are now 23 per cenc below 
the postwar peak and 12 per cent below what they were a 
year ago. The drop in consumers’ prices was much more mod- 
erate. By November, 1949, consumers’ prices had declined 2 
per cent below the level at the end of 1948 and 3 per cent be- 
low their postwar peak. 

Wage increases were received by a much smaller number 
of workers than in previous postwar years. There was no 
general wage pattern. Wages averaged slightly higher than 
in 1948, and consumers’ prices were somewhat lower. One 
outstanding development was the growth of pension and 
social-insurance plans financed in whole or in part by 
employers, 

Work stoppages in 1949 were about the same in number 
as in 1948, but the two major stoppages, in coal and steel, in- 
volved such a large number of workers that the loss in man-days 
of work was about 50 per cent greater than in 1948. 

Profits were lower in 1949 than in 1948. For the year as a 
whole, corporate profits before taxes and the inventory valua- 
tion adjustment were 27.6 billion dollars, a drop of about 21 
per cent. Much of the loss in reported profits represented the 
effect of falling prices in inventory valuation. 

Farm income (realized net income of farm operators) de- 
clined about 15 per cent, reflecting the decline in prices. The 
agricultural price-support program prevented a much sharper 
decline in prices and incomes. 

Credit terms generally eased during the year. Interest rates 
declined. Business loans, reflecting the liquidation of inven- 
tories, declined sharply during the first six months but began 
to advance again in the latter part of the year. Installment 
credit, after a slight decline in the first quarter, resumed its 
advance and reached a new postwar peak. Most notable was 
the more than 60 per cent increase in automobile installment 
credit during the year. 

Consumers’. disposable income was slightly higher in 
1949 than in 1948, rising from 190.8 billion dollars to 192.9 
billion dollars. The trend, however, was different, rising every 
quarter in i948 and falling every quarter in 1949. In the 
fourth quarter of 1949 the annual rate was 191.1 billion dollars. 
Unemployment compensation in 1949 contributed 1.9 billion 
dollars to consumer income, | billion dollars more than in 1948. 

Consumer expenditures for goods and services were re- 
markably constant throughout 1949. Their total was 179 bil- 
lion dollars. This was equal to the total for 1948 as a whole, 
but about 2 billion dollars lower than the annual rate in the 
second half of that year. Allowing for price changes, consum- 
ers expenditures represented a slightly higher volume of goods 
and services purchased than in 1948. An increased proportion 
of consumer spending was devoted to purchases of services 
and durable goods, a decreased proportion to the purchase of 
nondurable goods. 

Net personal saving amounted to 14.4 billion dollars, 
compared with 12 billion dollars in 1948. During 1949, how- 
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ever, the trend of saving was downward, from an annual rate 
of 16.3 billion dollars in the first quarter to 13.1 billion dollars 
in the fourth. While personal saving in 1949 was high by any 
previous peacetime standards, it is estimated that about one 
third of all families did not add to their savings, but instead 
spent more than they earned. 

Private domestic investment in 1949 was 18 per cent 
below the preceding year, primarily because of a shift from 
accumulation to liquidation of inventories. By the fourth 
quarter, the liquidation of inventories was slowed down, but 
investment in plant and equipment continued to decline. The 
drop in business investment was the principal feature of the 
lower level of economic activity in 1949. 

Construction, in spite of a slow start, exceeded the high 
level attained in 1948 by 3 per cent in dollar volume, and 
was an important stabilizing force in the economy. Pub- 
lic construction increased by 25 per cent over 1948. Pri- 
vate construction was particularly strong in the second half 
of the year, rising to a new postwar peak in the fourth 
quarter. Housing starts for the year exceeded 1 million, 
compared with 931,300 in 1948. The number of multi- 
family units started was about one-fourth larger than in 
1948. 

By the end of the year, the rate of total construction activity 
was 11 per cent higher than it was a year earlier, and the 
backlog of contracts had increased considerably. A reduction 
in prices and costs, the easing of credit, the expanded author- 
ity of the RFC to purchase mortgages, and the renewal of 
FHA authority to insure rental projects, all contributed to 
the upsurge. 

Corporate finance reflected the changes in the economic 
situation. The shift from increasing inventories and increasing 
customer credit in 1948, to inventory reduction and a lower 
rate of increase in customer credit in 1949, permitted corpora- 
tions to improve their financial liquidity while continuing large 
outlays for new plant and equipment. Liquid assets increased 
by 2.5 billion dollars. Short-term debt decreased by 4 billion, 
but long-term debt increased by about the same amount. In 
1949, internal sources of corporate funds were larger than re- 
quired for capital investment; in 1948, internal sources of funds 
amounted to only about 70 per cent of the requirements for 
capital investment. 

The export surplus (the excess of our exports of goods 
and services over our imports) was only slightly lower in total 
in 1949 than in 1948, but it fell sharply in the second half of 
the year. This resulted primarily from a sharp drop in our ex- 
ports of goods and services, following severe losses of gold and 
dollars by the countries in the sterling area. The devaluation 
of foreign currencies subsequent to those losses has so far had 
little effect on our economy. 

Government fiscal transactions in 1949 helped to stabil- 
ize the economy. Cash payments by governments—Federal, 
State and local—were about 8 billion dollars higher in the 
calendar year 1949 than in 1948. Federal cash payments alone 
were 6.2 billion dollars higher. Nearly half of this rise resulted 
from the impact of recessionary forces on such programs as 
unemployment compensation and agricultural price supports, 
and the remainder was mainly the result of larger expenditures 
for international and defense programs. The increase in State 
and local cash payments was caused chiefly by higher expendi- 
tures for schools, roads and other public works. With increasing 
government payments, and with a slight decline in the gross 
national product, the ratio of all government payments to total 
output increased from about 20 per cent in 1948 to 23% per 
cent in 1949. Cash receipts declined primarily because of the 
1948 cut in federal taxes. 

As a result of these changes, the cash surplus of all govern- 
ments—Federal, State and local—which amounted to over 
7 billion dollars in the calendar year 1948, became a cash 
deficit of 3 billion dollars in 1949. For the Federal Govern- 
ment, the result was a shift from a cash surplus of 8 billion 
dollars to a cash deficit of about 1.7 billion dollars. 
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UNIFYING PRINCIPLES FOR ACTION 


These facts show our tremendous economic strength. But 
this strength does not rest in material things alone. 

If we are to continue our economic growth the major 
economic groups must all pull together—businessmen, wage 
earners and farmers must work toward the same ends. Govern- 
ment, in turn, must carry out the aspirations of the whole 
people. 

Our success will depend upon the widespread conviction 
that all groups have a stake in the expansion of the economy 
—that all will share in the benefits of progress. In the days 
ahead we must broaden our understanding of how the various 
interests of our people are interrelated. 

Toward this end, I should like to point out certain prin- 
ciples on which we can all base our economic efforts. The 
more widely these principles are understood, the better 
able we shall be to solve our common problems and recon- 
cile the interest of different economic groups. The more 
widely these principles are used as the basis for economic 
action and decision, the more rapid will be our national 
progress. 

First. Our economy can and must continue to grow. 

An expanding population and an_ increasingly pro- 
ductive labor force require constantly expanding employ- 
ment opportunities and steadily rising levels of investment 
and consumption. Within five years, we can achieve an 
annual output in excess of 300 billion dollars. The gain 
in national income would be equal to an average of near- 
ly $1,000 for every family in the United States. This 
would greatly improve standards of living. It would go 
far toward our goal of the complete elimination of poverty. 
It would provide employment opportunities for about 64 
million workers. 

Such prospects are not fanciful. They are based upon our 
long-term record of achievement, including some years when 
we did not use fully our resources of plant, managerial skills, 
and labor force. And today, we are better equipped with 
these resources than ever before. 

But we will not make this progress within five years unless 
we begin to move in that direction now. Our immediate 
goal for 1950 should be to regain maximum employment. This 
requires the reduction of unemployment to the minimum level 
consistent with labor mobility in a free economy. We should 
strive this year to reduce unemployment from 3% million to 2 
million, or 2% million at most. This would mean about 61 
million civilian jobs. It would mean stepping up our national 
output by about 7 per cent above the 1949 total. These are 
our objectives for this year under the Employment Act. If 
we put forth sufficient effort, we can reach these objectives 
before the year’s end. 

Second. The benefits of growth and progress must extend 
to all groups. 

Only in this way can the long-run welfare of any group be 
preserved. If any part of our economy is depressed, or fails to 
gain, it can only serve as a drag against the gains of other parts. 
There is no room for the feeling that one group can prosper 
only at the expense of another. There is abundant opportunity 
for all groups to prosper together. Expansion to a 300 billion 
dollar economy within five years would place 30 to 45 billion 
dollars more per year in the hands of consumers for buying the 
needs and comforts of life. It would provide opportunity for 
profitable business investment in plant, equipment and hous- 
ing which might run 3 to 6 billion dollars per year above the 


1949 level. It would enable farmers to sell about 10 per cent 
more food for domestic consumption. 

Third. This growth will not come automatically, but re- 
quires conscious purpose and hard work. 

Productivity per worker should be increased by at least 2 
to 2% per cent a year. Labor should base its policies on the 
prospect of a stable and expanding economy. Businessmen 
should base their investment policies on confidence in growth, 
shape their price policies to the needs of larger markets, and 
proceed with vigor and ingenuity to develop new and bet- 
ter products of all kinds. Farmers should make full use 
of new technology, and make shifts in production toward 
those commodities most needed in a growing peacetime 
economy. 

To promote an environment in which businessmen, labor, 
and farmers can act most effectively to achieve steady eco- 
nomic growth is a major task of the Government. It must per- 
fect measures for helping to stabilize the economy. It must 
build up the natural resources which are essential to economic 
progress, and expand the protective measures against human 
insecurity. It must keep open the channels of competition, pro- 
mote free collective bargaining, and encourage expanded op- 
portunities for private initiative. 

Fourth. The fiscal policy of the Federal Government must 
be designed to contribute to the growth of the economy. 

The Federal Budget is an important part of the national 
economy. Wise budgetary policies can promote stability and 
maximum production and employment throughout the econ- 
omy. 
In fields such as resource development, education, health 
and social security, Government programs are essential ele- 
ments of our economic strength. If we cut these programs be- 
low the requirements of an expanding economy, we should 
be weakening some of the most important factors which 
promote that expansion. Furthermore, we must maintain our 
programs for national security and international peace. These 
programs are the defense of the world against disaster. Upon 
them, our whole future depends. 

Government revenue policy should take into account both 
the needs of sound Government finance and the needs of an 
expanding economy. Federal receipts should be sufficient over 
a period of years to balance the budget and provide a surplus 
for debt reduction, At the same time, the tax structure, and 
the changes made in it from time to time, should be such as 
to promote the amounts and types of investment, consump- 
tion, and saving needed for economic expansion. We should 
recognize that the expansion of the economy will generate 
additional revenues and strengthen the fiscal position of the 
Government. 

Fifth. We must deal vigorously with trouble spots which 
exist in our economy even in times of general prosperity. 

Special measures are needed to help low-income groups and, 
even more important, to provide them with better oppor- 
tunities to help themselves. We must deal with the particular 
problems of communities or areas which are depressed, or 
whose economic growth has been retarded. Whenever a short- 
age of jobs, or lack of business opportunity, affects as many per- 
sons as it does today, it is a matter for national concern. Eco- 
nomic stagnation anywhere is an injury to the whole economy. 
We must direct specific measures to these special problems. 

In the light of these guiding principles, I turn to the con- 
sideration of needed economic policies. 


ECONOMIC POLICIES 


Under our system, private and public policies go hand in 
hand. Private economic policies provide motive power of the 
economy. Public economic policies provide the framework for 
economic activity. Sound plans for our future growth must 
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take account of both, and blend them to achieve maximum 
effectiveness. 
Price and wage policies 

The basic economic problem facing the country now is 
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not to combat inflation. Instead it is to increase production, 
employment, and incomes to complete the recovery from the 
1949 downturn, and to go on to the higher levels which will 
be made possible by a growing population and rising pro- 
ductivity. 

Business policies concerning prices should be determined 
with these objectives in mind. In general, prices now seem at 
or near a stable level consistent with continued expansion of 
business activity. There are few if any major areas in which 
price increases would be justified under present circumstances. 
In some outstanding areas, price cuts are feasible and needed 
to maintain and expand sales. Furthermore, technological 
progress should in part be reflected in price reductions from 
time to time. 

Wage adjustments are one historic method by which buy- 
ing power has increased with increasing productivity. These 
adjustments are now in the hands of management and labor. 
That is where they should remain. At the same time, the par- 
ticipants in collective bargaining, particularly in dominant 
industries, should recognize that wage adjustments affect not 
only the employers and workers immediately engaged, but 
also the whole economy. 

I am glad to note that the Council of Economic Advisers 
is encouraging joint conferences in which representatives of 
industry, agriculture, and labor may together study the econ- 
omic principles underlying maximum economic activity. Such 
conferences should be productive of improved policies. 
Business investment 

The large and imaginative programs of expansion and mod- 
ernization of plant facilities which have been undertaken since 
the war represent a signal achievement by private enterprise. 
The trend of business investment, however, has recently been 
downward, and its continued decline would be a cause for real 
concern, 

There are tremendous business opportunities in a growing 
economy. Not only are there more people in our country every 
year, needing food and clothing, homes and household equip- 
ment, and all the other goods and services of our bountiful 
productive system. Even more important, the results of re- 
search and experience give us every year new and better mate- 
rials and productive methods; new products are constantly 
being developed, and whole new industries begun. All these 
changes are continually opening up new opportunities for 
productive investment. 

There are, in general, ample funds available to businessmen 
who want to expand or build new plants, to replace obsolete 
equipment, or to extend their operations to new geographic 
areas. Banks are in a position to provide funds for sound 
loans, and interest rates have been declining. The flow of in- 
stitutional savings, such as insurance premiums, is at record 
levels. Corporations as a whole are in excellent financial condi- 
tion. While there are real difficulties facing some businessmen, 
particularly those whose enterprises are small or medium 
sized, and those in certain parts of the country, as a whole 
there is no general financial bar to a steady expansion of busi- 
ness investment. 

In order to reverse the present downward trend, and to 
achieve the rising volume of business investment consistent 
with an expanding economy, businessmen should grasp the 
opportunities which lie ahead; and should help to make the 
adjustments in prices and incomes which will translate poten- 
tial markets into real markets. The enterprise and imagination 
of private businessmen will be a crucial factor in achieving 
the upward growth of which our economy is capable. 

While our primary reliance should be placed upon private 
initiative, the Government can also help to encourage a 
reversal of the downward trend of business investment. The 
tax recommendations I shall transmit to the Congress in the 
near future will, in addition to providing some net increase in 
revenue, propose certain changes in our tax structure which 
will make it more equitable and stimulate business activity. 

There is a great need to meet the problems of small busi- 
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nessmen who cannot now obtain adequate financing on rea- 
sonable terms. New devices for encouraging private financial 
institutions to furnish equity capital to small and medium- 
sized concerns are being studied in the executive branch, and 
I hope to make recommendations to the Congress on this 
subject during the present session. Meanwhile, I recommend 
that the Reconstruction Finance Corporation be authorized to 
increase the maximum maturity of its business loans sub- 
stantially above the present 10-year limit. 

Private housing investment 

Housing is one of the major fields in which more investment 
is required to meet the growing needs of our people. The level 
of housing construction in 1949 was only slightly higher than 
in 1925, despite a much larger population. The relative lag of 
housing technology and various outmoded practices have re- 
sulted in a wide gap between the cost of producing good hous- 
ing and the vast potential market for housing to be found in 
the needs and desires of families of low and middle incomes. 

The housing problem requires a vigorous combination of 
action by private enterprise and by all levels of government. 
Reduction of housing costs, through technical progress, better 
organization and improved financing is imperative. Aside from 
public subsidized housing, further methods must be found to 
enlarge the flow of private capital into housing. The Federal 
Government should supplement the comprehensive housing 
legislation, enacted last year, with a new program to stimulate 
the flow of low-cost private money into the development of 
middle-income housing, mainly through co-operative and 
other non-profit ventures. 

A high level of residential construction is an integral part 
of a generally expanding economy, and requires not only direct 
stimulation of investment but also continued growth in con- 
sumer purchasing power. 

Rent control 

While the preceding recommendations aim at the funda- 
mental solution of the housing problem, the increases in rents 
which would follow a sudden ending of rent control would still 
create severe hardships in a large number of areas. It would 
lift the cost of living, impair consumer buying, and complicate 
the problem of wage adjustments. Therefore I recommend 
extension of rent control for another year. 

Fiscal policy 

At the present time the Federal budget shows a deficit, 
principally because of the drop in incomes and employment 
in 1949, the untimely tax reductions in 1948, and the con- 
tinuing heavy demands of national security programs. As 
business conditions continue to improve, we should bring 
Government receipts and expenditures into balance, and pro- 
vide some surplus for debt reduction, at the earliest date con- 
sistent with the welfare of the country. 

Despite the current deficit, the fiscal position of the 
Federal Government is basically strong. If the trend of 
business continues upward as it should, Federal revenue 
will increase. At the same time, under the policies I am rec- 
ommending in the Budget, Federal expenditures should de- 
cline somewhat over the next few years. This movement 
toward a balanced budget should be accelerated by changes 
in our tax laws which will reduce present inequities, stimu- 
late business activity, and yield a moderate amount of addi- 
tional revenue. ' 

This reliance upon a combination of three factors—an 
expanding economy, all reasonable reductions in expenditures, 
and a moderate increase in revenues through changes in the 
tax laws—is the wisest course toward a balanced budget. In 
the long run, the Government’s fiscal position depends upon 
the health of the national economy. It will not be promoted 
by drastic slashes in expenditures which are essential to our 
economic growth and to continued peace. Neither will it be 
promoted by tax increases se drastic as to stifle business ae- 
tivity. Either action would impair our chances for achieving 
our major national and international objectives and would 
threaten further recovery. 
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Credit policies 

To carry out the purposes of the Employment Act, the 
Government should be equipped, as a permanent matter, with 
the minimum tools necessary to control the basic factors of 
credit expansion. 

To eliminate the competitive disadvantage of Federal Re- 
serve membership, the authority of the Board of Governors 
of the Federal Reserve System over bank reserve requirements 
should be revised. The Board should have broader powers than 
it now has to increase bank reserve requirements in a period 
of inflation. This would be a protective measure for the 
entire banking system, and accordingly should be applicable 
to all banks insured by the Federal Deposit Insurance Cor- 
poration. 

The Board’s authority over instalment credit ended last 
June. Since that time the excessive relaxation of instalment 
terms offered to consumers has demonstrated the need for a 
restoration of the Board’s authority. 

I have heretofore pointed out the need for more effective 
Government supervision over speculative trading on the 
commodity exchanges. I recommend that the Congress grant 
more specific and more adequate authority for this purpose. 
Farm policy 

A generally prosperous economy will do more than all else 
to help the farmer. As the economy grows, it can absorb an 
expansion of total agricultural output, provided the necessary 
shifts in amounts and types of different products are made to 
meet the needs of a changing peacetime economy. Changes 
in our farm policy are needed to accelerate these shifts in 
production, to check the decline in farm incomes which has 
persisted for more than a year, and to accord to farmers a fair 
share of the fruits of prosperity. These basic objectives of 
farm policy call for some shift of emphasis from the support 
of prices of particular commodities to the support of farm 
income. 

There is also need for additional methods of support. Per- 
ishable products, in particular, cannot be supported satisfac- 
torily by loans and purchases alone, and yet these are the 
products the expansion of whose output is most desirable. I 
therefore urge that support through production payments be 
authorized. 

Special measures are needed to aid low-income groups in 
agriculture. These include measures to provide credit and 
management aids to low-income farmers to help them enlarge 
and improve their farms. They include programs to provide 
rural electrification, rural telephones, better farm housing, and 
improved opportunity for medical care. In addition, we must 
continue to improve the education of our farm youth not only 
to make them more efficient farmers, but also to help some 
of the under-employed people in agriculture find useful work 
in other occupations. 

Increased emphasis should be given to encouragement of 
types of farming which are most needed. Research and edu- 
cation, and conservation and credit programs, as well as the 
Government's support of farm prices and farm incomes, should 
be directed toward this end. 

Developmental programs and community services 

After the restraints imposed by war and by postwar inflation, 
Federal programs for resource development, transportation, 
education, and health are just beginning to adjust to the needs 
of an expanding national economy. Even now, the require- 
ments of national security, international aid, and veterans’ ad- 
justments are so urgent and so large that progress in develop- 
mental programs and community services must necessarily be 
limited to gradual advancement at a rate below the genuine 
need. 

Nevertheless, we are continuing to expand our investment 
in the development of our rivers for flood control, navigation, 
reclamation, and electric power, in the expansion of our high- 
ways, and in the development of atomic energy. I again urge 
early authorization of the St. Lawrence Seaway and power 
project, which should be started as soon as plans can be com- 
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pleted. In most of our major river valleys we do not have satis. 
factory means for preparing integrated programs of develop- 
ment. I have already recommended, and I again urge, that 
the Congress authorize the consolidation of a number of Fed- 
eral activities in the Pacific Northwest into a Columbia V alley 
Administration. 

Present deficiencies in education and health are so com- 
pelling that I repeat my recommendation for new programs, 
Expansion of public health services, and of enrollments in 
schools of medicine, nursing, dentistry, and public health, 
should be started now. The growing number of children of 
school age cannot be permitted to delay their education. ] 
therefore urge the prompt enactment of aid to elementary 
and secondary education, and the provision of funds for a 
survey to determine the extent of the need for school con- 
struction. There should also be authorized a limited program 
to assist capable young people who are now financially un- 
able to secure the higher education essential to the full develop- 
ment of their talents. 

Many of the existing procurement, construction, and loan 
programs of the Federal Government can be adapted, to some 
extent, to alleviate serious unemployment in particular local 
areas. The program initiated for this purpose in the summer 
of 1949 has shown some good results and it will be con- 
tinued. It is evident, however, that some localities are faced 
with long-term rather than temporary difficulties and that 
effective programs to provide permanent solutions need to 
be worked out. The Federal Government will continue to use 
all available resources for the aid of such distressed areas and, 
co-operating with State and local agencies and private groups, 
will assist in preparing programs adjusted to the long-range 
problems and opportunities of those areas. 

Social security 

In our growing economy, there can be no excuse for failure 
to develop an adequate system for protecting our citizens 
against economic insecurity. As we produce more, we can 
and should make more adequate provision for the aged, those 
who cannot find work, and others in our society who are in 
need. 

I urge the Congress to act promptly on the recommenda- 
tions I have made for the extension and improvement of 
social’ security. We must move rapidly toward a compre- 
hensive social insurance system protecting nearly all workers— 
including those employed in farming—and their families 
against the risks of old age, unemployment, disability, death 
of the family wage-earner, and illness. The costs of such a 
system, when measured against the growing output of our 
economy, are well within our capacity to pay. 

The present programs of social security are grossly inade- 
quate. Because of the limited coverage of the present law, and 
the exhaustion of benefits by many workers, one third of the 
unemployed are now receiving no unemployment insurance 
benefits, and in some areas the proportion approaches two 
thirds. Many communities provide no public funds for the 
relief of jobless workers and their families. There are also 
several million disabled workers, many with families to sup- 
port, who are not eligible for public insurance benefits. In 
some places, they do not even receive public relief. Only 
650,000 of the millions of bereaved or broken families with 
very low incomes are receiving survivors’ insurance. Only 30 
per cent of the aged population are eligible for social insur- 
ance benefits, which are so meager that few can retire vol- 
untarily. Needed medical care is denied to millions of our 
citizens because they have no access to systematic and ade- 
quate methods of meeting the cost. 

The current inadequacy of the social insurence programs is 
sharply reflected in the disproportionate load now being borne 
by public assistance programs, Increasing numbers of the 
aged, the disabled, and the unemployed have been forced to 
resort to public assistance. This distorts the original intent of 
the Social Security Act that people are entitled to security as 
a matter of right. The burden of public assistance is straining 
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the fiscal capacities of State and local governments. While 
enactment of proposed social insurance programs will alleviate 
this problem in the future, provision must be made for dealing 
with the problem in the meantime. I therefore urge enactment 
of the proposals which I submitted to the Congress last spring 
for the extension and improvement of the program of Federal 
gants to States for public assistance. 

International economic programs 

We are now in a transitional stage in the development of 
our international economic policies. Our short-run programs 
of aid to friendly countries abroad have begun to bear fruit 
in increased production, expanding trade, and rising living 
standards. At the same time, the long-range nature of the 
problems of world production and trade has emerged more 
dearly, and the need for the United States to play a con- 
tinuing role in world development through capital and tech- 
nical assistance has become evident. 

The progress already made toward achieving the objectives 
of the European Recovery Program and of other short-run aid 
programs should prompt the continuation of these programs 
on a basis commensurate with need. To cripple them now 
would imperil past progress and risk the waste of expenditures 
already made. I recommend that these programs be extended 
on a scale sufficient to accomplish the purposes for which 
they were established. 

In the years ahead, we must lay increasing emphasis upon 
long-run international economic programs. We need to move 
vigorously toward a world-wide increase of international 
trade. This will result in larger imports into our country, which 
will assist other countries to earn the dollars they need, and 
will at the same time increase our own standard of living. 
An immediate step in this direction is to approve promptiy 
the proposed Charter for the International Trade Organization, 
which has been negotiated to establish a code of fair trade 
practice and a means for steadily improving international 
commercial relations. 

Even the maximum feasible reduction of barriers to world 
trade would not alone make possible the continued increases 
in world production and living standards which are essential 
to world peace. Such reductions are of little immediate bene- 


fit to the underdeveloped areas of the world, which cannot 
produce enough to achieve an export surplus and build up 
their productive capital. These areas urgently need improved 
technical knowledge and increased capital investment. The 
aim of the Point Four program for assistance to under- 
developed countries is to help meet these needs. 

To make the most effective use of invested capital, under- 
developed countries require technical assistance. Hearings 
have already been held by the Congress on the legislation I 
have recommended to stimulate the interchange of tech- 
nical assistance. I urge action on this proposal as soon as 
possible. 

The United States has sufficient productive strength to 
provide capital for investment in productive developments 
abroad. In order to encourage the private investment of 
United States funds abroad, I urge the Congress to act 
promptly on the legislation now before it to authorize the Ex- 
port-Import Bank to guarantee such investments against 
certain risks peculiar to foreign investment. Through the 
negotiation of treaties, the Government is moving to improve 
conditions for investment abroad and assure protection for 
the legitimate interests of United States investors. It will also 
continue to be the policy of the Government to encourage 
American investment abroad only when it is carried on in 
a way that protects the interests of the people in the foreign 
countries concerned. 

I recommend also that certain provisions of the tax laws 
governing the taxation of income from foreign investments be 
revised in order to stimulate the flow of American capital 
abroad. 

In addition to its direct contribution to increased produc- 
tion, the technical assistance program should prepare the way 
for, and stimulate the preparation of, concrete development 
projects, on the basis of which an increasing volume of pri- 
vate and public investment can be made. It is unlikely that 
private funds, including those invested through the Interna- 
tional Bank, and the present resources of the Export-Import 
Bank, will be sufficient to meet the need for investment 
abroad. It will probably become necessary at a later time to 
increase the lending authority of the Export-Import Bank. 


SUMMARY OF LEGISLATIVE RECOMMENDATIONS 


I summarize below the legislative recommendations con- 
tained in this Economic Report, and urge that the Congress 
enact them into law: 

1. Make some revisions in the tax structure to reduce 
present inequities, stimulate business activity, and yield a 
moderate amount of net additional revenue. My specific 
recommendations on taxes will be transmitted to the Con- 
gress at an early date. 

2. Enact a new program to stimulate private investment 
in housing for middle-income families. 

3. Substantially increase the maximum maturity period for 
business loans made by the Reconstruction Finance Cor- 
poration, 

4. Improve the protection of farm incomes and encourage 
needed shifts in farm production, by authorization of pro- 
duction payments and other changes in present legis'ation. 

5. Establish a Columbia Valley Administration, and au- 
thorize the St. Lawrence Seaway and power project. 

6. Provide for Federal aid to elementary and secondary 
education, for a limited program of aid in support of high- 
er education for capable students, for aid to medical educa- 
tion, for the improvement of local public health services, 
and for grants to States for surveys of the need for school 
construction. 

7. Extend and liberalize the social security structure by 
improving old-age, survivors, and unemployment insurance, 
enacting disability and health insurance, and expanding 
Federal grants-in-aid to States for public assistance. 
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8. Extend rent control for another year. 

9. Continue the foreign recovery programs on a basis 
commensurable with need. 

10. Approve the Charter for the International Trade 
Organization. 

11. Authorize the program for technical assistance to 
underdeveloped countries, and for guarantees by the 
Export-Import Bank against risks peculiar to private in- 
vestment abroad; and revise certain provisions in the tax 
laws governing the taxation of income from foreign in- 
vestments. 

12. Provide additional authority over banking reserves to 
the Board of Governors of the Federal Reserve System; 
extend that authority to all banks insured by the Federal 
Deposit Insurance Corporation; and restore the Board’s 
authority to regulate consumer credit. Provide authority 
to regulate speculation on the commodity exchanges. 


e ° 2 e * 


In the message on the state of the Union, I have stressed 
the fateful role which the United States has come to occupy 
in the progress of human destiny. Our responsibilities are 
already determined by the course of world events. But how 
well we measure up to these responsibilities remains in our 
own hands. 

Moral leadership comes first, as we seek to inspire free men 
everywhere with confidence in their cause. But history proves 
that many great moral purposes have failed or faltered be- 
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cause the material strength to support them was lacking. The 
economic power of the United States, at its full potential, is 
the keystone of this support. 

The Congress foresaw this when it gave our national eco- 
nomic policy the degree of central significance accorded to it 
under the Employment Act of 1946. As the deliberations of 
the United Nations demonstrate, other nations recognize the 
overwhelming importance to the cause of freedom of wise 
economic policies and full employment. 


Our economic situation today is good, and it can be better, 
The lessons of the past and the magnificent challenge of the 
future continue to spur us on. For all to thrive and prosper 
together, all must work together—with mutual understanding 
and common purposes. That is the spirit of our democracy, 
That is the spirit in which I transmit these recommendations 


to the Congress, and to all those whose actions affect ou § 


economy. 


January 6, 1950. Harry S. Truman 





The Annual Economic Review 


LETTER OF TRANSMITTAL 


THE PRESIDENT: 


CounciL OF ECONOMIC ADVISERS, 
Washington, D. C., January 3, 1950. 


Sir: The Council of Economic Advisers herewith submits a report, the Annual 
Economic Review: January 1950, in accordance with section 4 (c) (2) of the 


Employment Act of 1946. 


Respectfully, 
Leon H. Keyserling 
Acting Chairman 
John D. Clark 


I. ECONOMIC DEVELOPMENTS IN 1949 
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THE COURSE OF EMPLOYMENT AND PRODUCTION 


Employment 


Employment levels for 1949 as a whole did not meet the 
maximum employment goal set forth at the beginning of the 
year, which called for an average employment about | mil- 
lion above that in 1948 to absorb a growing labor force. Aver- 
age civilian employment in 1948 was 59.4 million, and in 
1949 it was 58.7 million, a drop of 700 thousand, instead of 
the needed increase of 1 million. However, the fairly steady 
drop in total civilian employment which began late in 1948 
and continued through February, 1949, was checked in 
March, due primarily to a seasonal increase in agriculture. The 
low point in nonagricultural employment was reached in 
May. Since then the trend in nonagricultural employment has 
been upward, except for the period affected by the steel and 
coal stoppages. By the end of the year, total civilian employ- 
ment stood at 58.6 million, or about 850 thousand below 
December, 1948. (See chart 2.) 

Manufacturing employment fell from an average of 15.3 
million in 1948 to an average of 14.2 million in 1949. The de- 
cline from the September, 1948, peak was steady until mid- 
summer, when it was halted and reversed. The drop during 
the first half of the year was most notable in durable lines, 
although textiles also dropped significantly. Certain manu- 
facturing segments, such as automobiles, aircraft, printing, 
and apparel, remained at high employment levels throughout 
1949. Employment also continued at high levels in construc- 
tion, trade, finance, and services. Government employment 
increased, largely in State and local government. There were 
significant decreases in mining and railroad transportation. 

Particularly noteworthy during the latter half of 1949 was 
the improving employment situation in industries manufactur- 
ing nondurable goods. By the year’s end, total nonagricultural 
employment was 2.1 million higher than in May. 

Employment in agriculture averaged slightly higher in 1949 
than in 1948, but in December, 1949, the number of farm 
workers was about 600 thousand less than in December, 1948. 

The number of employed persons tells only part of the em- 
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ployment story, since the number of hours worked is also im- 

tant. For all employed nonagricultural workers, the hours 
worked averaged about half an hour a week less in 1949 than 
in 1948. Relating the total number of persons employed to the 
averaged weekly hours of work indicates that total man-hours 
on the job in 1949 were some 2 per cent lower than in 1948. 

Part of this decline in working time was a result of the 
sizable increase in involuntary part-time work caused by the 
decline in production. In. September, 1948, less than 1.4 
million workers were working part time because of work slack, 
inability to obtain full-time work, and job turnover. The 
number had risen to nearly 2.5 million by May, 1949, in- 
creased slightly during the summer, but probably declined 
somewhat in the fall and early winter. 

As manufacturing activity declined, the number of jobless 
rose from a low of 1.6 million in October, 1948, to 4.1 
million at the high in July, 1949. There was an average of 
3.5 million persons unemployed during the fourth quarter of 
1949, compared with 1.8 million during the last quarter of 
1948. Virtually every important manufacturing area in the 
country experienced some increased unemployment in 1949; 
New England, with its heavy concentration of textile, leather, 
and machinery factories, was the most severely affected. In 
Rhode Island, as many as 20 per cent of the workers covered 
by the State unemployment insurance laws, were drawing 
benefits at midyear. In other States in this region, the ratio 
of insured unemployment at its peak ranged between 10 and 
12 per cent. Other States which had a relatively high inci- 
dence of unemployment were New York, New Jersey, Mary- 
land, the Carolinas, Kentucky, Tennessee, Alabama, Illinois, 
and California. 

Unemployment represented 12 per cent or more of the 
labor force in 12 major labor market areas out of the 100 
reporting in December, 1949. In addition, there were numer- 
ous smaller areas where unemployment was relatively as 
serious. These areas included textile and leather centers in 
New England, coal and copper mining areas in Pennsylvania, 
Illinois, Indiana, Michigan, and Alabama, and metalworking 
centers in New England and Michigan. Because of the nature 
of the industries affected, unemployment rose somewhat more 
sharply among men than among women. In the fall of 1948, 
27 out of every thousand men in the labor force were un- 
employed, contrasted with 33 out of every thousand women. 
In the fall of 1949, the ratios were 54 per thousand men and 
58 per thousand women. 

For the whole of 1949 there was an average of 3.4 million 
persons unemployed or over 5 per cent of the labor force, com- 
pared with an average in 1948 of 2.1 million or over 3 per 
cent of the labor force. Since July, after allowing for the ad- 
verse effects of the strikes, there has been a more-than-seasonal 
decline in unemployment. During the latter part of the year 
unemployment receded in virtually all major labor market 
areas. In December, 1949, there were just under 3.5 million 
persons unemployed, compared with 4.1 million in July. 

There has been a rapid rise during the year in the number 
of unemployed workers exhausting their rights to unemploy- 
ment benefits. During the third quarter of 1949 more than 
500 thousand persons exhausted their rights to further benefits 
before finding employment, while in the comparable quarter of 
1948 this was true of only about 225 thousand persons. In a 
considerable number of the major labor market areas as many 
as 60 to 70 per cent of the unemployed are not now eligible 
for unemployment compensation, compared with about 35 
per cent nationally. 

Production 

In January, 1949, an increase in the total production of goods 
and services of 3 to 4 per cent, or 8 to 10 billion dollars meas- 
ured in 1948 prices, was set as a reasonable objective for the 
year. This production goal was not accomplished. The dollar 
value of all goods and services produced (the gross national 
product) was estimated 262.4 billion dollars in 1948 and at 
258.7 billion in 1949, a drop of about 1.5 per cent. This drop 
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LABOR FORCE 


The labor force increased by about 800,000 from 1948 to 1949 
and civilian employment dropped about 700,000. 
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CHART 2 


in dollar value was due in part to lower prices and in part to 
2 drop in real output. The gross national product estimates, 
together with statistics on the physical.output of goods, indi- 
cate that the total production of goods and services dropped 
about 1 per cent from 1948 to 1949. Thus we fell 4 to 5 per 
cent below the goal set at the beginning of the year, a defi- 
ciency of 10 to 13 billion dollars. Moreover, since output in 
the second half of 1949 was less than in the first half, the 
deficiency widened during the year. 

The physical goods component of total output in 1949 was 
about 5 per cent below the level of 1948. Industrial production 
dropped 8.8 per cent, and agricultural output fell 1.4 per cent. 
Construction increased 4.6 per cent and the output of electric- 
ity and gas rose 1.6 per cent. The Department of Commerce 
estimates of changes in personal consumption expenditures 
from 1948 to 1949 suggest that there was some increase in the 
output of service industries. Evidently the drop in output of 
goods in 1949 was almost offset by an increase in services. 

The 1.4 per cent drop in agricultural output represented a 
decline of about 4 per cent in the production of crops and an 
increase of about 5 per cent in the output of meat and animal 
products. The production of wheat and of feed grains con- 
tinued at very high levels, although falling a little below 1948. 
Larger plantings caused cotton production to increase in spite 
of a drop in yield per acre. Food supplies available to the 
American public continue ample compared with those of most 
previous years. 

The index of industrial production reached a peak of 195 
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INDUSTRIAL PRODUCTION 


Industrial production by December 1949 had recovered nearly 
half of the drop from its November |948 peak to its July 
1949 low. 
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CHART 3 


per cent of the 1935-39 average in October and November, 
1948, and then fell rather steadily until it reached a low of 
161 in July, 1949. This represented a drop of 17 per cent from 
the peak. The greatest rate of decline was in durable goods and 
minerals, production of which fell 20 per cent and 24 per cent, 
respectively, while the output of nondurables fell only 14 per 
cent. 

Since July the trend of industrial production has been re- 
versed and a considerable recovery has occurred. After the 
low of 161 in July, the index of industrial production recovered 
substantially in August and September, dropped temporarily 
in October because of the coal and steel stoppages, and re- 
covered further in the last two months of the year, reaching 
176 in December. The December figure was 9 per cent above 
the midsummer low, but still 10 per cent below the peak of 
October and November, 1948. The recovery in industrial pro- 
duction has been greater in the nondurable goods industries, 
the output of which rose 12 per cent, than in the output of 
durable goods industries, the output of which increased only 
8 per cent. (See chart 3.) 

Thus, in the closing months of 1949, industrial output was 
rising, although it was still considerably below the peak level 
attained in 1948. Construction and the output of gas and elec- 
tricity were above 1948 levels, and agricultural output was 
only slightly below the 1948 record. 


PRICES, WAGES, AND PROFITS 
Prices 

Price movements during 1949 paralleled the course of total 
economic activity. A general but moderate decline in prices 
during the first half of the year was followed by relative sta- 
bility in the second half. The abatement of the postwar infla- 
tionary boom did not bring with it an accelerating decline in 
prices. 

Wholesale prices. Wholesale prices by the end of 1949 
had declined 6.9 per cent from their level of a year earlier and 
were 11.0 per cent below their August, 1948, postwar peak. 
The largest drops were in wholesale farm and food prices, 
while industrial prices fell least. (See chart 4 and table 1.) 
The bulk of the drop was during the first half of the year. 
During the second half, the slight further drop was accounted 
for mainly by wholesale farm and food prices while industrial 
prices levelled off. 

Wholesale prices of farm products and prices received by 
farmers both fell about 12 per cent during 1949, and ended 
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the year more than 20 per cent below their peak of January, 
1948. Prices paid by farmers decreased only about 3 per cent 
during the year, and the ratio of prices received to prices paid 
fell to 98 per cent of parity in December, compared with 108 
a year before. This was the first time since 1941 that the parity 
ratio had stood below 100. 
Downward pressure on farm prices was exerted by the 
continuing high level of crop production, which brought some 
surpluses. The decline continued in the second half of the 
year, when marketings of hogs and of eggs and poultry in- 
creased markedly. The demand for the better grades of beef 
cattle continued strong, and while the drop in hog prices was 
sharp, marketing was orderly and support was not required, 
Grain prices were quite firm at the end of the year. 
Wholesale food prices during the year declined 8.5 per cent 
and at the end of the year were 18.0 per cent below their 
1948 peak level. Following a considerable decline early in the 
year, wholesale food prices were quite stable through the third 
quarter. Subsequently, under the pressure of seasonal in- 
creases in supply, food prices began to decline again. Note- 
worthy, however, was the strength of certain imported com- 
modities, with coffee, cocoa, and pepper reflecting in part 
speculative expectations about the future size of the crops. 
Industrial prices declined during the first half of the year 
and then levelled off. During the year, industrial prices de- 
clined 5.0 per cent and ended 5.3 per cent below the 1948 peak 
level. The weakness in industrial prices during the first half 
year reflected the process of inventory liquidation which was a 











WHOLESALE PRICES 


Industrial prices, after a moderate decline in the first 6 months, 
stabilized in the second half of the year. The trend of farm 
prices was downward. Wholesale food prices after little change 
for most of the period dropped in the last quarter. 
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major economic development during that period. The great- 
est pressure was on the prices of industrial materials, because 
manufacturers’ inventories of such materials were reduced first 
and most sharply. The downward movement embraced most 
categories, with notable exceptions, including the steel and 
automobile groups. 

By July the major wave of industrial price cuts was over. 
During the third quarter, there was a considerable firming 
up in the prices of many industrial materials, particularly 
those which had suffered the greatest decline during the first 
half of the year. Thus, there were increases in the prices of 
cotton and rayon textiles, steel scrap, the nonferrous metals, 
lumber, and other commodities. 

While the firmness of the industrial price level continued 
into the fourth quarter, there were a number of divergent 
trends. Copper and zine continued strong while lead weak- 
ened again. Lead prices were under the pressure of foreign 
competition. Tin prices were dropping as they were frecd to 
find their level in the open market and supplies were in- 
creasing. Lumber prices continued to reflect the high level 
of construction. Late in 1949 steel prices were advanced. 
Most finished goods prices continued stable but increases 
were recorded for tires and tubes, carpets, sheets, and some 
others. 

Consumers’ prices. Consumers’ prices were firm during 
most of 1949. The decline which began in October, 1948, 
continued steadily until February, 1949. From then until 
November consumers’ prices moved within a relatively nar- 
row range. In November the consumers’ price index was 





CONSUMERS’ PRICES 


For most of the year, consumers’ prices fluctuated within a 
relatively narrow range primarily because of the movements 
in food prices. Apparel prices declined steadily while rents 
continued to rise. 
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Table 1.—Changes in wholesale prices 


(7 Percentage changee-———~\ 
Dec., 1948 June, 1949 Dec., 1948 
t 


Commodity group me to 0 
June, 1949 Dec., 1949! Dec., 1949+ 
All commodities —4.9 —2.] —6.9 
Farm products —4.8 —8.1 —12.5 
Foods —4.6 —4,1 —8.5 
Other than farm products 
and foods —4.9 —.l1 —5.0 
Hides and leather products —3.5 +.8 —2.8 
Textile products —5.1 —.6 —5.7 
Fuel and lighting materials —5.3 +] —5.2 
Metals and metal products —3.6 —.1 —3.7 
Building materials —5.3 —.7 —6.0 
Chemicals and allied products —10.9 —1.0 —11.8 
Housefurnishing goods —2.2 —.3 —2.5 
Miscellaneous —6.3 +.4 —6.0 
Special groups: 
Raw materials —4.5 —2.5 7_6.9 
Semimanufactured articles —8.9 —1.0 79.8 
Manufactured products —4.4 —1.7 *_6.0 


* Percentage changes based on preliminary estimates for Decem- 
ber, 1949 except as noted. 

? Change from December, 1948 to November, 1949. 

Source: Department of Labor. 


168.6, less than 2 per cent below the level of 171.4 reached 
in December, 1948, and about 3 per cent below their postwar 
peak of 174.5. (See chart 5 and table 2.) Preliminary in- 
dications are that consumers’ prices declined in December. 

The course of consumers’ prices throughout the vear was 
dominated by the behavior of retail food prices, which had 
been declining steadily since July, 1948, and reached an initial 
low point in February, 1949. From then until June, retail food 
prices moved up again. A minor dip occurred in July, but by 
September there was a return almost to the June level. In 
November retail food prices were 2 per cent below the level 
of December, 1948, The drop from their postwar peak was 
about 7 per cent, less than half that in wholesale food prices. 

Apparel prices declined steadily, and houseturnishings de- 
clined for most of the year. Fuel prices recovered from the 
midyear decline. The miscellaneous items in the consumers’ 
price index increased during the year and rents moved con- 
tinuously upward. 

Wages and related matters 

Wages. In the face of some decline in the cost of living 
and a slackening in employment, demand, and profits in many 
industries, the pressure for wage increases, which had been 
general during the first three postwar years, became less 
urgent and more selective in 1949. A substantial number of 
organized workers obtained wage increases, but the increases 
were far fewer and somewhat smaller in amount than in pre- 
vious years. With the labor market easing off, and with the 
union drive for higher wage rates slackening, nonunion and 
clerical workers in private industry apparently also received 
smaller increases than in previous years. 

It is estimated that general wage rate increases negotiated 
in 1949 affected about one-third of the 15 million organized 
workers, while in 1948 a large majority of them received wage 
increases. The number of nonunion workers receiving wage 
increases in 1949 is not known, but it doubtless was well be- 
low previous postwar years. There was no general wage pat- 
tern in 1949. In, fact, the industries where wage increases 
were common in 1949 were not pattern setters, and in many 
instances had not been pattern followers in former years. Fed- 
eral legislation raised the salaries of some 3 million United 
States Government workers, including those in the armed 
services. 

For the first time in the past decade, some organized 
workers were called upon to accept wage cuts. In the main, 
however, the wage decreases for unionized workers resulted 
from agreements tying wage rates to small changes in the 
consumers’ price index. There were a few instances of union 
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Table 2.—Changes in consumers’ prices 


0 Per ge chang ~ 
Dec., 1948 June, 1949 Dec., 1948 
to to to 
June, 1949 Nov., 1949 Nov., 1949 





Commodity group 


All items —1.1 —.6 —1.6 
Food —.3 —1.7 —2.0 
Apparel —5.0 —2.1 —7.0 
Rent +.9 +1.2 +2.1 
Fuel, electricity, and refrigeration —1.6 +2.6 +.9 
Housefurnishings —5.7 —1.0 —6.6 
Miscellaneous +.1 +.5 +.6 


Source: Department of Labor. 


locals agreeing to a general cut in wage rates. Wage cuts were 
apparently more frequent among nonunion establishments. 

Salaries, wages, and other labor income increased from 
135.1 billion dollars in 1948 to 136.8 billion in 1949. Average 
weekly earnings in manufacturing increased from $54.14 to 
$54.78. Since the consumers’ price index went down 1.6 per 
cent, the real income of employed wage and salary workers 
appears to have increased slightly more than is indicated by 
the change in money income. 

Pensions, insurance, and other supplementary bene- 
fits. One of the outstanding developments in 1949 was the 
growth of pension and social insurance plans financed in 
whole or in part by employers. Although an estimate of the 
number of workers securing additional benefits in 1949 under 
established plans or acquiring coverage for the first time is 
not presently available, it appears likely that it will be sub- 
stantially more than 1 million. In many instances the change 
in established plans amounted to a small concession to unions 
seeking greater gains, but in other instances the changes 
represented an important long-run charge upon industry. 
Most of the recently negotiated plans are tied to the social 
security program, so that the costs involved in the private 
plans will decline if benefits under the Government program 
are increased. 

Other supplementary benefits appeared in most of the 
year’s settlements. Only a minority failed to provide either 
a wage increase or some fringe benefit, sometimes of signifi- 
cant size. 

Commitments to establish company-financed pension and 
insurance plans and the adoption of a higher Federal mini- 
mum wage to take effect in January 1950, have substantially 
increased potential expenditures for labor. 

Work stoppages. The number of work stoppages was 








CORPORATE PROFITS 


Corporate profits during the | st half of 1949 showed a 
considerable decline reflecting the drop in prices-and production. 
The trend of profits was upward in the second half of the year, 
interrupted by work Stoppages. Dividends continued to rise 
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about the same as in 1948. The two most important were those 
in the coal and steel industries which affected about 809 
thousand workers and accounted for half of the man-days 
lost through work stoppages. As a result, man-days of idle. 
ness were 50 per cent higher than in 1948. By the year’s end, 
the steel shut-down was over and steel output was above $3 
per cent of capacity. The issues involved in the coal stoppage 
were still largely unsettled although the miners had returned 
to work on a 3-day-week basis. 

Profits 

The moderate decline in economic activity and in prices 
which marked 1949 was accompanied, as was only to be 
expected, by a sharper drop in profits. As conventionally 
measured, corporate profits before and after taxes averaged 
more than 20 per cent below their 1948 levels, while the 
gross national product dropped less than 2 per cent and 
wholesale prices less than 7 per cent. 

Corporate profits before taxes (not adjusted for inventory 
valuation) for 1949 are estimated at 27.6 billion dollars, 
compared with the 1948 level of 34.8 billion. 

Corporate profits declined sharply during the first half of 
the year, and by the second quarter were at an annual rate 
of 26.4 billion dollars before taxes. During the third quarter, 
profits before taxes were at an annual rate of 28.0 billion 
dollars. The rebound in manufacturing activity and the peak 
rate of automobile output were mainly responsible for this 
increase. Largely because of the work stoppages, however, 
profits before taxes fell to an estimated annual rate of 26.5 
billion in the fourth quarter. (See chart 6.) 

Corporate profits after taxes in 1949 are estimated at 16.7 
billion dollars, compared with 21.2 billion in 1948. The 1949 
return represented over 4 per cent on sales and over 8 per cent 
on net worth, compared with about 5 per cent and 11 per 
cent, respectively, in 1948. 

The drop in net farm income also was substantial. Net farm 
income before taxes (including value of physical changes in 
inventories) is estimated at 15.0 billion dollars for 1949, a 
drop of more than 18 per cent from the 1948 level of 18.4 
billion. The most stable element in profits was the income of 
unincorporated business and the professions. For this group, 
net income before taxes (not adjusted for inventory valuation) 
is estimated at about 23.4 billion dollars, a decline of 6 per 
cent from the 1948 level of 24.9 billion. 

The conventional measures of business profits during the 
past four years have been complicated by the changes in the 
price level and by the effect of these changes upon the value 
placed upon inventories. Prior to the last quarter of 1948 the 
price level was constantly rising. Since then it has been fall- 
ing. When inventories are sold and replaced at higher prices, 
part of the profits reported by business are locked up in the 
higher costs of the inventory and are therefore unavailable for 
other purposes. In periods when inventories are replaced at 
lower prices, funds are released, thus increasing the availability 
of funds to business beyond that indicated by the current re- 
ports on profits. Thus, the conventional measure of profits 
leaves uncertain the availability of such profits for investment 
in new plant and equipment, and for payment of dividends. 

For the years 1946 to 1948, when prices were rising, the 
added cost of replacing inventories relative to the profits xe- 
ported by corporations was as shown in table 3. During 1949, 
when prices fell, the costs of replacing inventories were cor- 
respondingly reduced. The reduction in cost of replacing in- 
ventories during 1949 is estimated at 2.7 billion dollars, in 
contrast to an increase of 2.2 billion in 1948. 

This resulted in a net shift of 4.9 billion dollars in the cost 
of replacing inventories, compared with 1948. Hence, although 
corporate profits after taxes fell 4.5 billion dollars, the funds 
internally available for new plant and equipment and for the 
payment of dividends were somewhat more in 1949 than in 
1948. There was no longer need for working capital to absorb 
an increasing value placed on goods in inventory, a factor 
which had been responsible for much of the increase in bank 
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credit required by business in earlier years. Coupled with the 
liquidation of inventories which marked the recession in the 
frst half of the year, this made funds available which per- 
mitted corporate managers to reduce bank borrowings and to 
increase dividends, while maintaining new investment in plant 
and equipment at a high level. 


MONEY AND CREDIT 


The four important features in the field of money and 
cedit in 1949 were the relaxation of credit restrictions, the 
ysual heavy draft upon the supply of money incident to the 
payment of Federal taxes in the first quarter of the year, the 
resumption of private credit expansion during the latter part 
of the vear, and the beginning of a period of deficit financing 
and public debt enlargement. 

The decline in business loans during the first half of the 
year did not reflect any real credit tightness. Most business 
firms were comfortable in their financial situation. The volume 
of business, even while the recessionary movement was under 
way, was sufficiently large and profitable for business loans to 
be paid off when declining inventories released a part of the 
working capital invested therein. In the first 7 months of the 
year, business loans of the leading city banks declined 17 per 
cent reaching 12.9 billion dollars at the end of July. 

Before the end of the third quarter, the downward trend of 
business loans was reversed. Expanding business activity again 
created a demand for working capital, and the movement 
continued to the end of the year, when the business loans of 
leading city banks were 13.9 billion dollars, compared with 
15.6 billion a year earlier. The business loans and other loans 
of country banks were never affected in the same degree. Total 
loans of all commercial banks in the United States continued 
at a higher level in every month in 1949 than in the corre- 
sponding month of 1948. However, the course was very dif- 
ferent in the two years. In 1948, bank loans were rising steadily 
throughout the year, reaching the postwar peak in December. 
In 1949, there was a slight decline in bank loans until July. 
There then began an expansion which gained a higher level in 
each succeeding month. 

In the first quarter of the year, automobile instalment credit 
increased moderately while other kinds of instalment credit 
declined markedly. Regulations affecting instalment credit 
terms were then relaxed and the volume of instalment credit re- 
sumed its advance at about the previous postwar rate. In the 
third quarter, with the expiration of controls, the growth of 
instalment credit was accelerated. By the end of the year auto- 
mobile instalment credit outstanding had increased over 60 
per cent from the end of 1948. 

The Federal Reserve System contributed to the general 
easing of credit terms during the year by a number of actions 
including several reductions in reserve requirements, Although 
business loans continued to diminish as business requirements 
contracted, Federal Reserve action helped to avoid any gen- 
eral pressure for credit liquidation and improved the founda- 
tion for the expansion of business which occurred later in the 
year. There was also some easing in the terms and availability 
of credit to private borrowers and to State and local govern- 
ments. Both long- and short-term interest rates declined dur- 
ing the year. One important observable result of the reduction 
of reserve requirements was an enlargement of bank holdings 
of Government securities, with a corresponding expansion in 
bank liquidity positions. 

Since income tax payments are so much higher than before 
the war, the heavy concentration of Federal tax payments 
within the winter months has the effect of causing a sharp 
decline in bank deposits during the first quarter of each year. 
Although this decline is often anticipated in part by a pre- 
ceding accumulation of deposits, the concentrated drain with- 
ina short period reduces buying power. 

Demand bank deposits, the largest element in the money 
supply, declined 2.9 billion dollars from the end of December, 
1946, to the end of March, 1947. In 1948, the decline in the 
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MONEY SUPPLY 


The heavy concentration of Federal income tax collections 
in the Ist quarter tends to contract the money supply 
in that period of the year. 
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first quarter was 5.6 billion dollars, and in the first quarter « 
1949 it was 4.4 billion. These declines are closely related t 
the payment of Federal taxes within this period, when a 
heavily disproportionate part of the personal and corporate 
income taxes of each year are paid notwithstanding the shift 
to the withholding plan affecting most individual income tax- 
payers. The interruptions in the march of strong and infla- 
tionary forces in early 1947 and early 1948, and the progress 
of the recessionary movement in the first half of 1949, were 
not unrelated to this seasonal reduction in the money supply. 
(See chart 7.) 

In April, 1949, the gross national debt was reduced to 
251.6 billion dollars by use of the Treasury surplus of the 
preceding 3 months. Federal expenditures exceeded receipts 


Table 3.—Corporate profits and costs of replacing inventories 


(Billions of dollars) 


Corporate 


Changes in 


Corporate costs o 


Period profits before profits after replacing 
taxes taxes inventories? 
1946 23.6 13.9 +5.2 
1947 31.6 19.1 +6.0 
1948 34.8 21.2 +2.2 
1949? 27.6 16.7 —2.7 


‘Inventory valuation adjustment with signs reversed. 

* Estimates based on incomplete data; first half by Department 
of Commerce and second half by Council of Economic Advisers. 

Source: Department of Commerce. 
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in every succeeding month except June, September, and De- 
cember, when quarterly income tax payments created sur- 
pluses. The gross Government debt increased each month, 
reaching about 257 billion dollars by the end of the year. 

In 1949, the monetary and fiscal policies adopted since 
the beginning of the war again permitted the Treasury to 
secure funds without causing a tightening of the money 
market or a restriction of credit. On the contrary, there devel- 
oped a movement to lower interest rates which was exhibited 
in a market demand for Government securities so strong that 
the Open Market Committee of the Federal Reserve System 
felt that it should exert less pressure against a rise in the 
market price. Its statement on June 28, 1949, that its open 
market operations in buying and selling Government secur- 
ities would permit greater freedom to the market was followed 
by a substantial rise in bond prices and by an increased 
market demand for short-term securities. Yields were driven 
down so low that the Committee directed sales by the Federal 
Reserve Banks of large amounts of short-term issues in order 
to provide a means for investment of some of the excess re- 
serves and thereby avoid disorderly money-market conditions. 
During the second half of the year, yields on long-term bonds 
continued at close to the lowest levels of the postwar period, 
while short-term rates rose somewhat from the low level 
reached in July. 


THE FLOW OF GOODS AND PURCHASING POWER 


Consumer income, spending, and saving 

For 1949 as a whole, consumer income (personal income be- 
fore taxes) and expenditures were about equal to the levels 
of 1948. Such income in each year totaled about 212 billion 
dollars, and expenditures were about 179 billion. Since income 
taxes were lower, income at the disposal of consumers in- 
creased slightly, and the rate of saving went up correspond- 
ingly. 

Peak rates of disposable income (income after taxes) were 
reached late in 1948, and personal saving reached a peak early 
in 1949. Disposable income in 1949 was 192.9 billion dollars, 
compared with 190.8 billion in 1948. But the trend of dis- 
posable income in 1949 was downward, falling in every quar- 
ter. (See chart 8.) It reached an annual rate of 191.1 billion 
in the fourth quarter. This was in marked contrast to the 1948 
trend, when disposable income rose in each quarter. Personal 
saving declined from the exceptionally high rate of 16.3 billion 








CONSUMER INCOME, SPENDING, 
AND SAVING 


Although postwar peaks of disposable income and expenditures were 
reached late in 1948, the crest in personal saving was not 
attained until the first part of 1949. Income and saving dropped 
during 1949, while expenditures remained almost stable. 
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PERSONAL SAVING SELECTED ITEMS 


Tangible investment in homes and business assets declined by about 
$2 billion from 1948 to 1949. In 1949, the increase in liquid 
assets exceeded the increase in debt for the first time since 1946. 
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CHART 9 


dollars or 8.4 per cent of disposable income in the first quarter 
of 1949 to 13.1 billion or 6.9 per cent of disposable income in 
the fourth quarter. This decline resulted from declines in in- 
come coupled with remarkable stability in total consumption 
expenditures. 

Major components of personal income. The major im- 
pact of the decline in business activity was registered prin- 
cipally in lower incomes of corporate business, rather than in 
personal incomes. During the first half of 1949 total compensa- 
tion of employees dropped, but has since then remained firm 
despite work stoppages. Business and professional income 
was fairly constant in 1949 after a small initial drop from the 
fourth quarter of 1948. Farm income, on the other hand, 
dropped substantially throughout 1949. Cash farm incomes 
from marketings fell from 30.5 billion dollars in 1948 to 27.7 
billion in 1949. Net farm income after expenses fell more than 
total income because farm expenses remained high, and in- 
ventories increased less than in 1948. The minor components 
of income (rents, dividends, and interest) remained nearly 
stable throughout last year or increased slightly. 

Consumer expenditures. Consumer expenditures were 
fairly stable throughout 1949 at an annual rate between 178 
and 179 billion dollars. This level was equal to that for 1948 
as a whole, but about 2 billion dollars below that of the 
second half of that year. Throughout 1949 there was a 
noticeable change in the composition of expenditures, with 
an increased proportion going to services and durable goods. 

Heavy purchase of durable goods in 1949 was due largely 
to the greater availability of automobiles, for which there was 
a substantial excess demand at the beginning of the year. 
Automobile instalment credit outstanding expanded rapidly 
starting in March, and other instalment credit also increased. 
Moderate drops in the prices of foods and apparel helped to 
sustain volume in nondurable lines. While department store 
sales were about 5 per cent below the dollar volume of 1948, 
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wit volume was probably maintained through price reduc- 
tions, promotions, and sales of lower-priced merchandise. 
Service expenditures continued to increase in 1949. Hous- 
ing services increased as a result of higher actual and imputed 
rental values, and an increased total supply of residential 
units. Rents and utility costs were both significantly above 
1948, offsetting to a considerable extent declines in other 
consumer prices. A variety of miscellaneous service charges, 
such as interest on consumer debt, also rose, pushing total 
expenditure for services up significantly. 

Net personal saving. Net personal saving (gross saving 
less increases in consumer credit and other forms of dissaving ) 
in 1949 as a whole was 14.4 billion dollars, compared with 
12.0 billion in 1948. However, it decreased throughout the 
year. The first quarter saving was at an annual rate of 16.3 
billion dollars. By the fourth quarter it had fallen to 13.1 
billion. 

This net saving re>resented a much larger positive saving on 
the part of many families, offset in part by very substantial dis- 
saving by other families. The main forms of dissaving are draw- 
ing down liquid assets and going into debt for durable con- 
sumer goods or family expenses. Personal saving includes both 
investment in tangible assets—such as homes, business and 
farm equipment—and liquid (or financial) saving. It does not 
include purchases of durable consumer goods, even though the 
purchasers of such goods may regard them as long-term 
capital assets. Personal saving includes not only what we 
ordinarily think of as consumer saving, but also the saving 
done by unincorporated businesses, farms, and nonprofit or- 
ganizations. 

In chart 9, showing all forms of personal saving, the tangible 
forms are shown in the top segment, and in the lower segment 
is shown the financial saving, which includes increases in liquid 
assets (such as currency and deposits in banks, bonds, and 
stocks) less net increases in debt. 

Since the war a large part of personal saving has consisted 
of investment in tangible assets. The accounted for the in- 
crease in saving between 1947 and 1948. As shown in table 
4, investment in assets of unincorporated businesses and farms 
rose from 1.8 billion dollars in 1947 to 7.0 billion in 1948, 
while home purchases increased from 4.6 billion to 6.6 billion. 
These tangible types of saving were in fact so large in 1947 
and 1948 that a substantial amount of business and mortgage 
debt was incurred in financing them. This increase in debt 
offset the rise in holdings of liquid assets, so that financial sav- 
ing fell from 6.1 billion dollars in 1946 to negligible amounts 
in 1947 and 1948. (See chart 9.) Thus on balance personal 
saving in 1947 and 1948 was of a type which added directly 
to demand and inflationary pressures but supplied no funds to 
the rest of the economy. 

In 1949, as shown in table 5, according to estimates based 


Table 4.—Components of personal saving 


(Billions of dollars) 


Item 1946 1947 1948 
Increases in liquid assets 15.3 11.5 7.8 
Currency, deposits, U. S. Government 
bonds, pos saving and loan shares 11.6 6.5 1.4 
Insurance reserves 3.4 3.7 3.5 
Corporate_and State and municipal 
securities 3 1.4 2.9 
Less: Increase in debt 9.2 11.6 7.9 
Mortgage debt (residential) 3.2 4.1 4.1 
Consumer debt 3.3 3.3 2.5 
Business debt 2.6 4.2 1.4 
Equals: Net financial saving 6.1 —.l —.1 
Plus: Net tangible investment 6.8 6.4 13.6 
Personal business investment 4.3 1.8 7.0 
Purchases of new homes 25 4.6 6.6 
Less: Statistical discrepancy 2.6 1 1.6 
Equals: Net personal saving 10.3 5.1 12.0 


_ Nore.—Detail will not necessarily add te totals because of round- 
ing. 
Sources: Department of Commerce and Securities and Exchange 
Commission. 
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Table 5.—Tangible and financial saving,’ 1948-49 


(Billions of dollars, unadjusted for seasonal variation) 


: Tangible Net financial 

Period saving saving 

1948—year 13.6 —0.1 
First half 6.0 —1.2 
Second half 7.8 1.0 
1949—year 11.6 1.4 
First half 5 he 
Second half 6.5 —.3 


* The total of estimated financial and tangible saving differs from 
net personal saving by the statistical discrepancy of $1.6 billion in 
1948 and —$1.4 billion in 1949. See Table 4 above. 

Note.—Detail will not necessarily add to totals because of round- 
ing. 

Sources: Department of Commerce and Securities and Exchange 
Commission. 


on rather incomplete data, tangible investment declined, while 
for the first time since 1946 there was a significant volume of 
net financial saving. Liquid assets continued to accumulate at 
about the 1948 rate, but the rise in debt was less rapid, par- 
ticularly in the first part of the year. 

Saving by income groups. While personal saving in 1949 
was high by any previous peacetime standards, it is estimated 
that about one-third of all American families did not add to 
their savings, but instead spent more than their current in- 
comes, either by drawing down their assets or by going into 
debt. Data for 1948 (the most recent available) show that the 
lowest two-fifths of the population, classified in terms of cur- 
rent income, as a whole spent more than their incomes. There 
was a substantial amount of dissaving, by many families in all 
income brackets; however, in the lower two-fifths of the popu- 
lation amounts dissaved greatly exceeded positive saving. 
Moreover, there was a sharp upward trend in the amount of 
dissaving by the lower-income groups from 1945 through 1948. 

A great part of dissaving in the past 3 years in both lower- 
and middle-income groups has been in the form of consumer 
credit obtained to purchase automobiles and other consumer 
durables. About 59 per cent of the dissaving families reported 
purchases of durable goods in 1948, despite the fact that the 
families in the lowest-fifth income group as a whole spent 20 
per cent more than their income for nondurable goods and 
services. 

In the lower- and middle-income groups a large volume of 
saving is now contractual, in the form of mortgage-amortiza- 
tion payments, life-insurance premiums, and payments into 
retirement funds. Private insurance equities, which are the 
type of asset most commonly owned by all income groups, 
have increased by about 3.5 billion dollars each year for the 
last several years. Home improvements as well as home 
purchases were also important in 1947 and 1948. 

Table 6 shows that saving has been highly concentrated 
among the groups with the largest incomes. Much of the 
saving was in the form of increased holdings of corporate 
securities and tax-exempt State and municipal issues. Personal 
holdings of these assets, which are held almost exclusively by 
upper-income recipients and trusts, increased 2.9 billion dol- 
lars in 1948, as shown in table 4. 

The ability of families in all income ranges to spend in 
excess of current income has been greatly increased by the 
liquidation of personal debts and mortgages and the acquisi- 
tion of liquid assets, mainly bank deposits and Government 
bonds, that occurred during the war. The increase in the 
amount of negative saving, especially among lower-income 
groups, indicates that since the war large groups of the popu- 
lation have incurred substantial debt obligations and made 
inroads into liquid reserves. Total holdings of liquid assets 
by all individuals have continued to increase, although at a 
diminishing rate. 

Business investment and finance 

The decline in the gross national product which marked 

1949 reflected primarily a decline in the level of gross private 


71 








Table 6.—Net personal saving and net income of each fifth 
of the Nation’s spending units 


Percentage 


Spending units ranked by -——Percentage of net saving——,_ .of net 


size of income income, 
1941 1945 1946 1947 1948 1948 

Lowest fifth —7 0 -8 —13 —24 4 
Second fifth 0 6 3 1 —3 11 
Third fifth 8 9 5 7 7 16 
Fourth fifth 11 21 21 12 21 22 
Highest fifth 88 64 79 93 99 47 





All spending units 100 100 100 100 100 100 
Sources: Department of Labor (1941) and Board of Governors 
of the Federal Reserve System (1945-48). 


domestic investment. In 1949 gross private domestic invest- 
ment amounted to an estimated 36.8 billion dollars, compared 
with an estimated 45.0 billion in 1948, a drop of 8.2 billion, 
or about 18 per cent. The drop in the gross national product 
was only 3.7 billion dollars. Gross private investment last year 
was 14.2 per cent of the gross national product, compared 
with 17.1 per cent in 1948. 

Investment fell steadily in the first two quarters of the 
year, and after that showed little change. It is estimated that 
the rate in the final quarter represented about 13.7 per cent 
of the gross national product, compared with 17.8 per cent in 
the peak fourth quarter of 1948. The current ratio is some- 
what below that characteristic of previous peacetime high 
levels of activity. 

Of the three components of gross private domestic invest- 
ment—construction, equipment, and inventory accumulation— 
it was mainly the shift from inventory accumulation to inven- 
tory liquidation which accounted for the fall in the total. 
Thus, on a seasonally adjusted basis the gross national product 
fell from its peak annual rate of about 270 billion dollars in 
the fourth quarter of 1948 to about 255 billion in the fourth 
quarter of 1949, a decline of 15 billion. During the same 
period, gross private domestic investment fell 13 billion dol- 
lars, or from an annual rate of 48 billion in the last quarter of 
1948 to an annual rate of 35 billion dollars in the fourth 
quarter of 1949. The annual rate of inventory accumulation 
declined 10.5 billion dollars, from a rate of 9 billion dollars 
in the fourth quarter of 1948 to a liquidation of 1.5 billion 
dollars in the fourth quarter of 1949. The balance of the drop 
in gross private investment occurred in producers’ durable 
equipment, which during the same period fell 3 billion dol- 
lars. Most of the drop in this component took place in the 
fourth quarter. Private new construction, which rose during 
the second half of the year, was running at a somewhat higher 
rate in the fourth quarter than a year earlier. (See chart 10.) 

Plant and equipment. Total plant and equipment outlays 
declined 1.4 billion dollars, or almost 5 per cent, in 1949 
compared with 1948. The drop occurred in nonfarm outlays 
as farm expenditures for these items remained about the same. 
(See chart 10.) 

Nonfarm plant and equipment outlays for 1949 are esti- 
mated at about 6 per cent below the very high 1948 rate. 
After allowing for price changes, the decline in real volume 
was about two-thirds of the drop in money outlays. The 
trend of such expenditures has been downward from the 
peak in the last half of 1948, and by the fourth quarter of 
1949 was almost 16 per cent below the level a year earlier. 

Manufacturing outlays for plant and equipment declined 
almost 15 per cent between 1948 and 1949. Manufacturing 
(which represented 40 per cent of the nonfarm plant and 
equipment outlays in 1949) accounted for over 90 per cent 
of the decline in the total dollar volume of outlays for new 
plant and equipment. Transportation other than railroads 
showed a decline of over 27 per cent. Outlays of mining, and 
commercial and miscellaneous industries declined about 9 
per cent and 6 per cent, respectively. On the other hand, 
railroads and electric and gas utilities increased their invest- 
ment outlays in 1949. The increase in railroad investment was 
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only slight. Their plaint and equipment outlays, which ip 
1949 had been ahead of 1948 in both of the first two quarters, 
were in the final quarter of 1949 sharply below the corre- 
sponding quarter of 1948. Outlays by utilities increased 18 
per cent, gaining quarter by quarter over 1948, but the gains 
were narrowing. 

The decline in nonfarm investment in plant and equipment 
during 1949 does not appear to have been accelerated by the 
downturn in the first half of 1949, but represents an orderly 
tapering off of programs along lines that had been planned 
by the end of 1948. 

Nonfarm business inventories. The process of inventory 
liquidation, which was a major factor in the decline in business 
activity during 1949, was slackening by the latter part of the 
year and in many areas was being reversed. Since the level of 
consumption remained high, many producers discovered that 
inventories were being reduced more than was consistent with 
maintaining production equal to consumption. Business buy- 
ing was resumed on a more normal basis and more in line with 
the rate of sales. A strong contributory factor was the firming 
up of the price structure. The process of rebuilding inventories 
in the main proceeded cautiously. There were few signs of 
any speculative developments. 

The book value of inventories in manufacturing and trade 
reached a peak of 58.6 billion dollars on a seasonally adjusted 
basis at the end of November 1948. By the end of October 
1949, the book value had declined to 54.5 billion dollars, a 
drop of about 7 per cent. The largest drop was in manufactur- 
ing, where book values dropped about 9 per cent compared 
with about 5 per cent in wholesaling and 4 per cent in retailing. 

The drop in the book value of inventories reflected in part 
the drop in prices and in part actual physical liquidation. By 
the third quarter of 1949, the liquidation of nonfarm inven- 
tories was at a seasonally adjusted annual rate of 2.6 billion 
dollars, a shift of almost 10 billion dollars from an inventory ac- 
cumulation at an annual rate of 7.1 billion dollars in the 
fourth quarter of 1948. The rate of liquidation of inventories 
in the third quarter of 1949 was higher than in the second 
quarter. However, in the last quarter of the year there was a 
drop to an annual rate of 1.5 billion dollars. Trade inventories, 
seasonally adjusted, in October were appreciably above their 
summer lows. 

While the liquidation was continuing in manufacturing, its 
character was changing. Initially liquidation began in pur- 
chased materials, thus reflecting the fear of price declines. By 
the end of the third quarter, liquidation had substantially 
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gJackened for purchased materials but was continuing for 
fnished durable goods. There was some evidence in the third 
quarter that inventories of steel were being built up in anticipa- 
tion of the work stoppage. During the fourth quarter, work 
stoppages in the steel and the coal industries depleted the in- 
yentories of these commodities. The settlement of the work 
stoppage in the steel industry led to strong pressure to rebuild 
the stocks of this vital commodity. 

The ratio of manufacturers’ inventories to sales in November 
1949 was lower than at the end of 1948. For wholesalers the 
October ratio was somewhat higher, for retailers slightly lower, 
than. a vear earlier. Manufacturers’ and retailers’ inventory- 
ales ratios were still considerably below prewar levels. 

Corporate finance. The change from increasing inventory 
costs and increasing customer credit in 1948 to the situation 
of inventory reduction and small increase in customer credit in 
1949 permitted corporate business to improve its liquidity 
position, while continuing large outlays for new plant and 
equipment. There were many corporations which experienced 
financial difficulty in 1949, but for the group as a whole there 
was a growth in financial strength and a large number of 
business firms increased their dividends. 

Financing the growing volume and costs of inventories and 
the enlargement of customer credit in 1948 absorbed 8.6 bil- 
lion dollars of corporate funds. In 1949, on the contrary, there 
was only a small increase in customer credit, and the liquida- 
tion of 3.7 billion dollars in inventory accounts added this sum 
to the funds resulting from the profits of current business 
operations. The internal funds available for new investment 
included also those trom depreciation charges which rose by 
13 per cent, compared with 1948. 

On account of the improved financial position of corpora- 
tions, funds from internal sources were more than equal to 
the requirements for capital investment in 1949, while in 
1948, when there were large increases in inventories and 
customer credit as well as larger outlays for plant and equip- 
ment, they were only about 70 per cent of such requirements. 
There was little change in the amount of corporate debt, a 
decline of 4.2 billion dollars in short-term debt being offset 
by an increase in bonded and other long-term debt. The net 
increase of 3.7 billion dollars in bond issues was substantially 
less than in 1948 while stock issues of 1.4 billion provided 
slightly more new equity capital than in the preceding year. 
An increase of 2.5 billion dollars in liquid assets marked the 
improved liquidity of corporate treasuries. 

Construction. In spite of a slow start, the volume of con- 
struction in 1949 exceeded the high level attained in 1948. 
The strength in construction acted to minimize the general 
decline in the first half of 1949 and was one of the main 
forces of revival evident in the second half. The total volume 
of construction, public and private, amounted in 1949 to 
19.3 billion dollars compared with 18.8 billion in 1948, a rise 
of 3 per cent. Public construction, which accounted for 27 
per cent of total construction in 1949, increased by 25 per 
cent. Private construction showed a slight drop of 4 per cent 
in dollar terms, but residential construction was particularly 
strong in the second half of the vear, rising on a seasonally 
adjusted basis to a new postwar peak in the fourth quarter. 
The total rate of activity at the year’s end was about 11.4 
per cent above that for December, 1948. In addition the 
backlog of contracts let is now considerably higher than a 
year ago, so that 1950 will begin at higher levels than 1949. 

The construction of factories and commercial facilities de- 
clined somewhat during the vear. Since activity in these areas 
began promptly after the end of the war and went forward 
more rapidly than did public construction, the subsequent 
declines were not unexpected. 

In the field of utilities, the large increase in the number 
ot families and in income has greatly increased the demand 
for communication, power, and transportation facilities. To 
date public utilities (including a considerable amount of Fed- 
eral power development) have not yet been able to meet these 
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needs. Utility firms in general continued their long-range pro- 
grams throughout the year despite the hesitancy evidenced by 
them early last year. While construction of communications 
facilities declined, this decrease was more than offset by 
increases in electric power and gas industries. 

The year 1949 turned out to be a record one for residential 
construction. The increase in private building construction 
during the year was confined largely to residential building, 
and was particularly large in the field of multi-family struc- 
tures. The slow start was due in part to the adjustment the 
industry was making to lower prices and to building for rent 
rather than for sale. The average cost per dwelling unit fell 
approximately 10 per cent from the summer of 1948 to the 
first part of 1949. While less than 9 per cent of private resi- 
dential starts in 1947, and less than 11 per cent in 1948, 
were multi-family units, over 14 per cent were multi-family 
units in January, 1949, and for the first 8 months of the year 
the number of these units started was 28 per cent higher than 
in the comparable months of 1948 and represented 16 per 
cent of all private starts. 

It took time for builders, material manufacturers, and 
lenders to adjust to this shift in housing markets and housing 
types. The shift was facilitated by the renewal of section 608 
of the National Housing Act which provided for insurance of 
rental projects on favorable terms. By May, the industry was 
responding to the improved conditions. In July, the private 
starts were higher than the July figure for any previous year 
since the war. The easing of interest rates and of credit, 
including liberalization of laws governing RFC purchases of 
real estate mortgages, also were important in holding this 
volume high through the rest of the vear. Public housing rose 
also, and the total volume of private and public starts contin- 
ued to rise until September when it reached approximately 
100,000 units. It stayed at this level in October, making an 
all-time record for this month, and thereafter declined less 
than seasonally. 

Public construction showed the greatest strength. This was 
due largely to the fact that public construction of a non- 
military nature had been restrained since 1940. There was 
great need for schools, hospitals, highways, and natural re- 
sources development, despite high costs. A larger volume 
of public bond issues for public construction purposes was 
voted in 1949 than in any previous postwar year. Public 
school construction was three times as great as in 1947 and 
one and one-half times as great as in 1948. Public hospital 
construction was five times as great as in 1947, and more 
than twice as great as in 1948. Conservation and develop- 
ment construction also increased, being nearly double that 
for 1947, and one and one-fourth times that in 1948. 
International developments 

The most notable international economic developments of 
1949 were the critical deterioration of the United Kingdom’s 
and the rest of the sterling area’s dollar position and the sub- 
sequent devaluation of the pound sterling and other foreign 
currencies in terms of the dollar. Although the conditions 
underlying these developments are of great long-run signifi- 
cance for the American economy, the developments them- 
selves did not greatly affect the economy during 1949. Never- 
theless, the world political and economic situation did 
exercise an important influence upon economic activity during 
1949, not only through the continued necessity for high na- 
tional defense expenditures, but also through a renewed ex- 
pansion of government expenditures to aid foreign countries. 

Such aid had declined from 1947 to the middle of 1948, as 
some of the early postwar aid programs ended and funds pro- 
vided by others were used up. When the European Recovery 
Program got under way in the second half of 1948, our aid 
began to expand again. In 1949, it reached a postwar record 
total of 5.9 billion dollars, slightly exceeding the previous rec- 
ord total reached in 1947, and exceeding the 1948 total by 1.2 
billion dollars. This increase did not result in an expansion of 
exports because it was more than offset by the decline in other 
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sources of dollars used by foreign countries for making pur- 
chases in the United States. The dollar value of our imports 
of goods and services and the net outflow of private American 
capital decreased while foreign countries as a whole ceased 
liquidating their gold and dollar assets. As a result, our total 
exports of goods and services actually diminished by a billion 
dollars from 1948 to 1949. These developments, which are 
shown in tables 7 and 8, indicate that the effect of increased 
aid was to limit the decline of exports in the fact of a reduction 
in other ways of financing them. 

Table 7 shows that our total receipts from exports of goods 
and services and investment income remained high in the 
first half of the year but fell sharply in the second half as 
foreign countries took measures to stop the second and third 
quarter depletion of their reserves, while our total payments 
for goods and services, including income on investments, fell 
in the first half of the year and then recovered. As a result, the 
total export surplus first rose and then shrank rapidly. Al- 
though for the year as a whole the surplus of 5.8 billion dollars 
was only about one-half billion dollars below the 1948 figure, 
it had fallen to an estimated rate of 3.8 billion a year by the 
last quarter. These developments are shown in table 7 and 
in chart 11. 

Imports of goods declined sharply during the first three 
quarters of 1949, and, despite a marked recovery beginning 
in the summer, were slightly lower than in 1948. Average 
prices of imported raw materials and foods had begun to 
decline in the second half of 1948. In the first half of 1949, 
price declines became more general among imported prod- 
ucts, and the total quantity of goods imported also began to 
fall. The net result was that by the third quarter of 1949 the 
dollar value of our merchandise imports had fallen 20 per 
cent below the level for the fourth quarter of 1948. All 
economic classes of imports fell in value during this period 
except manufactured foodstuffs, the average price of which 
rose more than enough to offset the decline in the quantity 
purchased. These price and quantity changes were largely a 
reflection of the improvement in world production of the prod- 
ucts we import and the decline in our own demand for 
imports. 

The drop in our demand for foreign goods was chiefly the 
result of the decline of domestic i:dustrial activity, especially 
business buying, which is the immediate determinant of im- 
ports. Following the reversal of the business trend the value 
of imports rose substantially. Most of the recovery was in the 
quantity of goods brought in. 

The fall in imports of goods during the first half of 1949 
was followed by sharp cuts in merchandise exports after June. 
In the third quarter of 1949, exports fell in value 14 per cent 


Table 7.—United States exports and imports of 
goods and services 


(Billions of dollars) 


Exports of — Imports of Surplus of 


exports of 


_— “ereices’ “ercices  €00ds and 

services 

1936-38 average 4.1 3.6 0.5 

1946 15.0 12 7.8 

1947 19.7 8.5 BS 

1948 16.8 10.5 6.3 

1949 * 15.8 10.0 5.8 
Annual rates: 

1948—First quarter COX 4 10.1 7.6 

Second quarter 16.9 10.1 6.8 

Third quarter 15.8 11.0 4.8 

Fourth quarter 16.8 10.7 6.1 

1949—First quarter 17.0 10.4 6.6 

Second quarter 17.7 9.7 8.0 

Third quarter 14.5 9.9 4.6 

Fourth quarter ’ 14.1 10.3 3.8 


? Includes income on investments. 
* Estimates based on incomplete data. 
Source: Department of Commerce. 
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Table 8.—Financing the surplus of goods and services 
supplied to foreign countries 


(Billions of dollars) 


Surplus _______wreans of financing——___. 
Lquida- Outflow of 


Period of Govern- tion of for- United Other 


goods ment eign gold States pri- "ns of 
and aid —_ and dollar vate capi- "ne 
services! (net) assets* tal‘ Pt 
(net) (net (net) 
1936-38 average 0.5 0.8 
1946 7.8 5.1 2.0 0.3 0.4 
1947 11.2 Dut 4.5 By 38 
1948 6.3 4.7 9 1.0 al 
1949 ' 5.8 5.9 —.1 A —4 
Annual rates: 
1948—First quarter 7.6 5.1 1.4 1.0 B 
Second quarter 6.8 3.4 2.2 4 —.2 
Third quarter 4.8 4.1 6 ¥) —1.0 
Fourth quarter 6.1 6.0 —.8 6 x 
1949—First quarter 6.6 6.3 —.1 5 —.] 
Sosa quarter 8.0 6.4 1.3 2 id 
Third quarter 46 5.5 A 4 —17 
Fourth quarter’ 3.8 5.3 —1.8 5 —2 


* Includes income on investments. 

? Includes grants and loans, but excludes subscription to the 
capital of the International Bank for Reconstruction and Develop- 
ment and the International Monetary Fund. 

* Includes net sales of gold to the United States and net liquida- 
tion of foreign dollar assets, including long-term investments. Ex- 
cludes liquidation of assets held by the International Bank and the 
International Monetary Fund. 

‘Includes both long-term and short-term capital but excludes 
purchase of obligations of the International Bank. 

“Includes private gifts, net dollar disbursements by the Inter- 
netional Bank and the International Monetary Fund, and allow- 
ance for errors and omissions. 

° Estimates based on incomplete data. 

Source: Department of Commerce. 


below the last quarter of 1948, partly because of reductions 
in prices throughout the year, and partly because of a very 
drastic cut in the quantities shipped, primarily to Westem 
Europe and the sterling area. Through November there was 
no indication of any recovery in exports. 

Events leading to devaluation. Since the Congress con- 
sidered and authorized the European Recovery Program, great 
progress has been made by the Western European countries. 
In the 12 months ending in September, 1949, industrial produc- 
tion in these countries rose 29 per cent above the level of two 
years earlier, reaching a figure 14 per cent above 1938, and, 
when Western Germany is excluded, it rose 21 per cent in the 
same two-year period to a level 26 per cent above 1935. (See 
chart 12.) The quantity of Western European exports to the 
rest of the world rose even more sharply, going from 20 per 
cent below the prewar figure in the first quarter of 1948 to 
1] per cent above it in the first quarter of 1949, an expansion 
of 39 per cent in one year. A net shipping deficit of 400 million 
dollars in 1947 was converted into a net surplus of 300 million 
in 1948. At the same time substantial, though unequal, prog- 
ress was made by the Western European countries in con- 
trolling inflationary pressures. As a result of these steps—com- 
bined, it is true, with intensified import restrictions—these 
countries were able to reduce substantially their current deficit 
with the United States and also with other areas between 
1947 and early 1949. 

Despite this very great progress, the sterling area’s dollar 
deficit began to increase rapidly in 1949, causing an acute 
drain on the gold and dollar reserves of the United Kingdom 
and culminating in the devaluation of the pound sterling and 
other important currencies. 

Reversal of the previous expansion of United States im- 
ports from Europe and the rest of the world was only one of 
several factors in this development. From the first to the sec- 
ond quarters of the year, the sterling area’s gold and dollar 
deficit, which is affected by payments on capital as well as 
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current account, increased by an amount equivalent to 1.2 
billion dollars a year. Of this amount, the increase in its total 
import surplus with the United States was at an annual rate 
of a little more than 700 million dollars. Nearly half of this 
represented an increase in sterling area purchases from the 
United States and about half was accounted for by a decline 
in the sterling area’s sale of goods and services to the United 
States. This decline was attributable largely to our domestic 
business decline, though also partly to a withholding of orders 
for goods as the maintenance of the pound at $4.03 came into 
question. The price decline in the United States also had the 
effect of widening the disparity between domestic and foreign, 
especially European, export prices for manufactured goods. 

Among other causes were the fall in the prices of raw ma- 
terials exported by the dependent overseas territories of the 
Western European countries and the sterling area, the de- 
terioration in Western Europe’s competitive position resulting 
from the relatively greater fall in the prices of manufactured 
products in the United States than in Europe, and the specula- 
tion concerning the value of the pound sterling to which these 
all gave rise. At the same time the investment of American 
capital abroad began to diminish as the foreign expansion 
programs of American companies, particularly oil companies 
which were responsible for 60 per cent of total private Ameri- 
can long-term investment abroad in 1948, were brought nearer 
completion or curtailed. Import restrictions had to be further 
tightened in some countries and in others earlier relaxations 
had to be reversed. 

The pressure on the gold and dollar assets of the ERP 















































| INDUSTRIAL PRODUCTION 
| IN WESTERN EUROPE 
| Industrial production in countries participating in the European 
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countries, particularly on those of the United Kingdom, 
appears to have been mainly the result of dollar payments to 
other areas rather than of an increase in Western Europe’s 
deficit with the United States, This is shown by the changes 
in certain international transactions ,between the first and 
second quarters of 1949, shown in the following table in terms 


of annual rates: 
Changes from 
first to second 
quarters of 
I49 
(millions of 
dollars, annual 


rates 
Increase in liquidation of ERP countries’ gold and dollar 
assets 160 
Increase in ERP countries’ goods and services deficit 
with United States 160 
Decrease in ERP countries’ receipts from United States 
gifts and investments 176 
Increase in dollar payments to other areas and errors : 
1,132 


and OMISSIONS 


Most of the increase in dollar payments to the rest of the 
world went to the dependent overseas territories of the ERP 
countries and to other countries in Africa, Latin America, 
Asia, and Oceania, areas which consist largely of the under- 
developed parts of the world. Increased deficits with the 
United States were the principal reason for the higher dollar 
requirements of these areas, except in the case of Latin 
America. The deficit of Latin-American countries with the 
United States did not increase much, As a group they in- 
creased their dollar reserves and repaid short-term debt to 
this country, but a large portion of this debt was incurred in 
financing earlier deficits. 

On September 18, the pound sterling was devalued 30% 
per cent in terms of the dollar, and in the next 2 months many 
other countries, including most of those in the ‘sterling area 
and Western Europe, some in South America, Finland and 
Canada, also reduced the dollar values of their currencies. 
Most of them devalued by about the same amount as the 
United Kingdom but some countries important to our trade 
devalued by less. This widespread realignment of currency 
values in terms of the dollar was intended primarily to correct 
distortions in prices, costs, production, and trade, and to 
make possible an improvement in the balance of payments 
position of the devaluing countries in relation to the United 
States and the rest of the dollar area. 

From the point of view of the United States, devaluation 
of foreign currencies tends to increase the quantity of our 
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imports. Under normal conditions, it would also tend to 
reduce the quantity of our total exports. These influences 
would normally be expected to exert a downward pressure 
upon prices and production in industries competitively affected 
by imports, and in our export industries. Under present condi- 
tions, however, our exports are limited mainly by the dollars 
we make available to other countries through our purchases, 
gifts, and foreign investment. Unless these sources of dollars 
increased, foreign countries that were losing reserves would 
have had to cut their purchases from us in one way or another. 
It is quite likely, therefore, that the effect of devaluation, by 
making our goods more expensive to the citizens of devaluing 
countries, will be to lessen the need of these countries for 
direct restrictions upon imports. If this is the case, our exports 
are not likely to be any lower than they would have been had 
devaluation not occurred. 

The limited data now available in the short period since de- 
valuation indicate few major effects in United States markets 
which can clearly be attributed to devalution. It takes time 
to make the shifts in trade which devaluation tends to bring 
about. 

Government transactions 

NOTE: As has been customary in previous reports, govern- 
ment transactions are here measured on the so-called consoli- 
dated cash basis, rather than in the terms of the conventional 
budget. Cash payments to and receipts from the public reflect 
the volume of current cash transactions between government, 
on the one hand, and the public, including business, foreign 
countries, and international institutions on the other. All intra- 
governmental transactions are eliminated. Such data are more 
useful for assessing the immediate economic impacts of govern- 
ment programs than are the data in the conventional budget. 

A detailed description of the concepts used is given in the 

“Budget of the United States, 1950,” p. 1375. 

Partly under the impact of recessionary tendencies which 
developed during the first half of the year, and partly as a 
result of the international situation, the volume of cash pay- 
ments in 1949 by all levels of government—Federal, State, and 
local—rose substantially above their 1948 levels. The 1948 
tax reduction and the 1949 decline in business caused cash re- 
ceipts to drop off. The result was a shift of over 10 billion dol- 
lars in the net cash position of all governments, from a surplus 
of over 7 billion dollars in the calendar year 1948 to a deficit 
of 3 billion in 1949. (See table 9 and chart 13.) 

With increasing government payments, and with a slight 
decline in the gross national product as a result of price and 
other changes, the ratio of government payments to total 
output increased from about 20 per cent in 1948 to about 
23% per cent in 1949. 

Cash payments by the Federal Government. Table 10 
shows the volume of cash payments to the public by the 
Federal Government during the calendar years 1948 and 
1949. Aggregate payments in 1949 were 6.2 billion dollars 
higher than in 1948. 


Table 9.—Government cash receipts from and payments 
to the public 
(Billions of dollars) 


Calendar 
year 1948 


Calendar 
Receipt or payment year 1949! 


Cash receipts: 


Federal 44.9 41.4 
State and local 15.0 16.1 
Total cash receipts 59.9 57.5 
Cash payments: 7 
Federal 86.9 43.1 
State and local 15.8 15 
Total cash payments 52.7 60.6 
Surplus (+) or deficit (—): _ ~, 
Federal + 8.0 — 1.7 
State and local — 8 — 14 
Total, surplus (+) or deficit (—) + 7.2 — 3.0 


* Estimate based on incomplete data. 
Norte.—Details will not necessarily add to totals because of 
rounding. 
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GOVERNMENT CASH RECEIPTS FROM 
AND PAYMENTS TO THE PUBLIC 
The net cash position of the Federal Government shifted from 
a surplus in 1948 to a deficit in 1949. State and local 
governments showed a cash deficit in both years 
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The causes of the 6-billion-dollar rise in payments between 
1948 and 1949 were divided between those arising from the 
impact of recession, and those reflecting mainly the inter- 
national situation. Recessionary forces accounted for nearly 
one-half of the total increase in expenditures, leading to 
expansion in three major fields: they meant an increase of 
about 1 billion dollars in unemployment compensation pay- 


Table 10.—Federal cash payments to the public by type of 
recipient and transaction 


(Billions of dollars, seasonally adjusted annual rates) 


sificati > Calendar years 
Classification of payment 1948 1949! 


Direct payments for goods and services: 


To individuals 8.4 9.0 
To business and international 8.7 10.1 
Loans and transfer payments to individuals 9.8 11.1 
Loans, investments, subsidies and other 
transfers to business and agriculture 74.6 76.5 
Loans and transfer payments to foreign 
countries and international institutions 5.5 6.5 
Clearing account and adjustment to : 
Daily Treasury Statement — 2 — 3 
Total Federal cash payments 36.9 43.1 


Estimates based on incomplete data. 

* Includes about 100 million dollars in interest payments to State 
and local governments. 

Note.—Details will not necessarily add to totals because of 
rounding. 
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ments, and they meant a sharp rise in the volume of farm 
price support loans not redeemed by producers and taken 
oer from private banks by the Commodity Credit Corpora- 
tion, and in the volume of mortgages purchased by the 
Reconstruction Finance Corporation. The increase in these 
latter cash payments in return for loans and mortgages 
amounted in the aggregate to nearly 2 billion dollars. 

The needs of defense and foreign aid caused major pro- 
gam expansions, with an aggregate increase of about 2.8 
billion dollars. Other important increases were in Federal 
public works, where construction activity in 1949 was some 
0 per cent higher than in 1948. 

Cash payments by State and local governments. As 
was shown in table 9, cash payments by State and _ local 
governments increased by over 11: billion dollars in 1949 
above their 1948 level, thereby continuing the upward trend 
which has persisted since the war. Expenditures on schools, 
roads, and other public works still constitute the most rapidly 
expanding segment of State and local activities. The increase 
in unemployment during 1949 led to some expansion in public 
assistance and other welfare expenditures, but this was partly 
offset by a decline in the total volume of bonus payments to 
veterans by State governments. 

Federal cash receipts; the cash deficit. The calendar 
year 1949 was the first full year in which the effects of the tax 
reduction of the Revenue Act of 1948 were fully reflected in 
cash receipts. Receipts from direct taxes on individuals were 
over 4 billion dollars lower (at an annual rate) during the first 
half of calendar 1949 than during the same period of 1948, 
and tax refunds were over half a billion dollars higher. These 
were the major factors explaining the decline of 3.5 billion 
dollars in cash receipts of the Federal Government, from 44.9 
billion dollars in 1948 to 41.4 billion last year. Corporate tax 
payments rose nearly 1 billion dollars, reflecting the high 
profits of 1948. But this was more than offset by the continued 
sharp down trend in receipts from surplus property and in 
other miscellaneous receipts. Because of the deferred payment 
of taxes (particularly corporate income taxes) receipts during 
the next 18 months will reflect in considerable degree the re- 
cession of 1949. (See table 11.) 

Reduced receipts and higher expenditures meant a marked 
shift in the net cash position of the Federal Government. While 
1948 showed a cash surplus of some 8 billion dollars, the result 
for 1949 was a deficit of about 1.7 billion. There was an in- 
crease during 1949 of approximately the same amount in the 
national debt held by the public, reflecting increased sales of 
securities to the public. 

Cash receipts of State and local governments; the cash 
deficit. The cash receipts of State and local governments are 
less flexible with respect to general business conditions than 
are those of the Federal Government, and State and local tax 
rates, in conjunction with new taxes, have shown a continuing 
rising tendency, in contrast to the sharp reductions contained 
in the Federal Revenue Act of 1948. Thus the cash receipts 
of State and local government showed an increase of over | 
billion dollars in 1949 compared with 1948, despite the 1949 
recession. The increase in receipts was, however, less than the 
increase in expenditures, and the net cash deficit of State and 
local governments combined increased from about 300 million 
dollars in 1948 to nearly 1% billion in 1949. 


SUMMARY: THE NATION’S ECONOMIC BUDGET 

After 8 years of continuing increases, the year 1949 was the 
first year that showed a decline in the total output of the 
economy both in dollars and in real terms. This decline, how- 
ever, was a very moderate one. Compared with the average 
of 1948, the dollar value of goods and services was less than 
per cent lower in the first half of 1949; and about 2% per cent 
lower in the second half. This d. cline continued from the first 
to the second half of the year and, as a matter of fact, con- 
tinued from quarter to quarter, according to preliminary esti- 
mates. The regularity of the decline, however, is somewhat 
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Table 11.—Federal cash receipts from the public 
(Billions of dollars, annual rates, seasonally adjusted) 


——Calendar 1949——, 
First Second 


Calendar + P 
19 Total’ ‘half half? 


Source of cash receipts 


Direct taxes on individuals 20.9 184 18.7 18.2 
Direct taxes on corporations | 120 120 12.0 
Employment taxes 2.5 2.5 2.5 2.5 
Excises and customs 7.9 8.0 7.9 8.0 
Surplus property receipts 1.2 5 “a 3 
Deposits by States, unemploy- 

ment insurance 1.0 1.0 9 1.1 
Veterans’ life insurance premiums A A A A 
Other Z3 1.4 1.4 1.4 
Less: Refunds of receipts 2.2 2.8 2.8 2.8 


Total Federal cash receipts 
from the public 449 414 41.7 41.2 
* Estimates based on incomplete data. 
Note.—Detail will not necessarily add to totals because of 
rounding. 


deceptive as an indicator of changes in effective demand for 
goods and services. First, some of the drop in dollar figures 
actually reflects a small drop in prices. Furthermore, the con- 
tinued drop in the fourth quarter is explained in part by work 
stoppages in steel and coal. 

Looking at the component parts of the Nation’s Economic 
Budget, the most drastic cut occurred in business investment. 
This contraction was due mainly to the shift from inventory 
accumulation in 1948 to inventory liquidation in 1949. New 








SSS] 


THE NATION'S ECONOMIC BUDGET | 


The most significant development in the Nation’s Economic 
Budget between 1948 and 1949 was a decline of about 
$8 billion in business investment, and a change from a 
Government surplus to a deficit. 
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Table 12.—The Nation’s Economic Budget 
(Billions of dollars) 












































Calendar year 1948 r——Calendar 19491 
Excess of - ae Zone of 
Economic group Receipts Expendi- Vitor Receipts Expendi- receipts 
tures deficit tures (+) or 
deficit 
2 (—) (-) 
CONSUMERS 
Disposable income relating to current production = 175.8 177.0 
Government transfers and net interest PAYMENES.......cs.ccccceeceseserssssecsrsesssssscseeees 14.9 15.9 
Disposable personal income 190.8 192.9 
Expenditures for goods and serviceS............00.. ssdivseteesss 178.8 178.5 
OE ESSE BE TR ie aN Ree AE ae SNS po A A ee +12.0 +14.4 
BUSINESS 
Retained business receipts from current production.......cccscscscsesescseescscssscesneeees 26.8 27.6 
Gross private domestic investment..........sccssescesssseeees 45.0 86.8 
Excess of receipts (+) or investment (—) —18.2 — 92 
INTERNATIONAL 
Government loan transfers Abroad ....cccccscesssessevsesscsscssesseesesscscessesceasscsesessssssssenses 1.3 7 
Net foreign investment.................ssccccssssscssseeees 1.9 0 
Excess of receipts (+) or investment (—) — 6 + 7 
GOVERNMENT (FEDERAL, STATE, AND LOCAL) 
PURE PANAMA IME ES 2052s bases arats cada cadencavedseacedesissscvenvodesdicavecceudsacecpetessesesee 60.2 56.3 
Adjustment to cash Dasis...............cssccccssssccsssscccessscsssseceessees bce. MO + 1.2 
RRERPEM PCOS TINIE UIA ADEUIIEC Sosa: svesncsascssssctsassebsssd nsedeseiesbestsceseasiusasvseiecsbessens | 59.9 57.5 
PUPCHASES (OF BOOS ANA’ SETVICES...cs.scesssnescsessedoosescssssecavencesseceonsesssosessscansssesecsesess | 86.7 43.5 
RR OETIINOTE TOVIRTI OTS |. 5ccosaccssacicrvesteiescssssoostavsooustsss ee ee ee | 16.0 Dy 
| (iailaeshieds 
Cash payments to the gMuDlic....c:..s..scoccocreccorsessosceccoserserosesessceseascessescescossossessssssees | 52.7 60.6 
Excess of receipts (+) or payments (—)........sccscccccssesssesccsconscssscsscesscessessseaseecees | + 7.2 — 30 
ADJUSTMENTS 
For receipts relating to gross national product............s:ccsscsssssscssssessseassssessceecees — A — 4 |— 22 — 22 
RPI R MMIII OR Go ois cscsussovencttsacoesnccsdadeoseceasascobonessigess 0 0 |- 8 — § 
| 
Total: Gross national product.........scscsscssssesesssssesesssscesesscesesesssssestsesscsseesees 262.4 262.4 “¢ | Soy  sea7 0 





‘Estimates based on incomplete data. 


Nore.—Items relating to current production of goods and services are shown in roman type. Transfer payments and receipts 
and subtotals including them are in italics; they are not included in the gross national product. Detail will not necessarily add 


to totals because of rounding. 


Source: Based on data from the Department of Commerce and Bureau of the Budget. 


construction and expenditures for producers’ equipment re- 
mained at a high level. This was also true of business receipts, 
which include undistributed earnings, capital consumption al- 
lowances, and the inventory valuation adjustment. The change 
in inventory movement was so drastic that the net absorption 
of saving through domestic business investment dropped from 
about 18 billion dollars in 1948 to 9 billion in 1949. (See table 
12 and chart 14.) 

Even though the total export surplus in 1949 was nearly 
at 1948 levels, net foreign investment, which excludes exports 
financed by gifts and grants, disappeared almost entirely from 
the Nation’s Economic Budget in 1949. In the second half of 
the year, both the export surplus and net foreign investment 
fell sharply, owing to reductions in private investment abroad, 
in net liquidation of foreign assets, and in other forms of 
foreign investment. 

The significant fact is that the contraction in domestic 


business investment during 1949 did not initiate a downward 
spiral in the economy. Consumer disposable income dropped 
only slightly and consumer expenditures remained on an even 
keel. Thus consumer saving, which was very high during the 
first half of the year, declined somewhat during the second 
half. Federal, State, and local government expenditures in- 
creased nearly 8 billion dollars from 1948 to 1949. Government 
receipts declined, transforming a 7-billion-dollar cash surplus 
into a 3-billion-dollar cash deficit in 1949, or a net shift of 10 
billion dollars. This shift in the government position coincided 
with a decline in the net absorption of funds for business in- 
vestment of nearly the same amount. Thus the high level of 
private domestic investment other than inventory accumula- 
tion, the substantial increase in government expenditures, and 
the high level of consumer demand prevented the inventory 
liquidation from initiating a serious downturn in general busi- 
ness conditions. 


Il. THE SIGNIFICANCE OF 1949 AND THE ECONOMIC OUTLOOK 


During the past year there has taken place an impressive 
demonstration of the strength and resiliency of the American 
economy. In the closing months of 1948, we were still con- 
fronted by inflation. We knew that it had to end and many 
feared that the longer the end was deferred the harder would 
be the fall. Our position now is more comfortable. The in- 
evitable end of the inflationary process has come. We are now 
enjoying a recovery “movement. The successful combination 
of private and public actions, which limited the recession of 
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inflationary forces to a moderate and brief downturn in busi- 
ness, justifies an optimistic outlook for the coming months and 
confidence that we shall be able to deal with the problems of 
a somewhat more remote period. 

Even at midyear, when the recessionary movement was 
reaching its most aggravated stage and a further substantial 
decline in industrial production in July had to be anticipated, 
the Council found that “many factors augur well for the 
successful culmination of the readjustment process in early 
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stability followed by renewed growth.” We looked forward 
to the “unique and fortunate experience of liquidating a 
major inflation without falling into a severe recession.” But 
it was our expressed warning that the presence of some busi- 
ness decline should not be allowed to aggravate the pessimism 
which had appeared in the business world in the spring. For 
this would have led, as it had done in earlier periods, to a 
more serious deflationary movement with distributors with- 
holding orders for new goods and manufacturers and other 
producers responding by reducing production and employ- 
ment further. 

Fortunately, business did not continue this pessimistic 
course. Even in July, before there had appeared many indi- 
cations of improvement in scattered branches of the econ- 
omy, a pronounced improvement in business sentiment devel- 
oped. This made it possible for the underlying factors of 
economic strength, which had not yet suffered serious deterio- 
ration, to resume their upward pressure upon general business 
activity. By August, the signs that the recessionary move- 
ment was at or near its end were numerous, and in September 
the trend of revival became clear. The recovery movement 
was threatened by serious industrial controversies and work 
stoppages in the following weeks. But it proved strong enough 
to hold its place and to become active when production and 
employment in the steel industry was resumed in November 
and an uneasy armistice in the coal industry permitted 
limited production and employment. 


“BASES FOR CONFIDENCE AS 1950 OPENS 

The past year furnished a test whether there would develop 
a serious deterioration in confidence which then seemed to the 
Council the main danger, and that main danger was sur- 
mounted. Other difficult problems still lie ahead. The recov- 
ery since last summer is still incomplete, and whether it 
continues and we achieve our national objective of maximum 
employment, production, and purchasing power in 1950 will 
depend upon the success of the actions of business, labor, 
farmers, and government in consolidating the strong forces 
underlying the economy. 

The first basis for confidence today is that the size of the 
total decline in economic activity during 1949 was moderate. 
While drastic in some areas, it did not seriously impair our 
general strength. From the end of 1948 to the end of 1949, 
the total output of goods and services measured in dollar 
terms dropped about 5 per cent, but when allowance is made 
for price changes the real decline was less than 2 per cent. 
Total employment dropped less than 2 per cent while un- 
employment rose from 3 per cent of the labor force to over 
5 per cent. The decline in consumer disposable income was 
less than 3 per cent, in industrial wholesale prices 5 per cent, 
and in consumer prices less than 2 per cent. No one should 
minimize the hardship and suffering inflicted upon the un- 
employed. But one must also give due regard to the high 
volume of income and employment which persisted. In these 
circumstances lay the force of recovery. 

Although the Council was moderately optimistic at mid- 
year 1949, few would have predicted during the decline of the 
first half year that the year’s end would leave us in such 
good condition. The decline was not only moderate but also 
brief. By the second half, declining tendencies were sup- 
planted by the forces of revival. Thus, there was no time 
for these declining tendencies to sap the confidence or re- 
serves of business, undermine the morale or savings of the 
people, or impose heavy additional burdens upon government. 

The simplest reason for confidence about the short-run 
future is the most important. It is that the economy is now 
moving upward, and thus is itself generating recuperative 
forces. At midyear, despite its basic optimism, the Council 
said that the most serious fact confronting us was that the 
decline had not yet been reversed. So long as it continued, we 
could not be sure that the strong factors of recovery, which 
we saw, would not be overcome by increasing weaknesses in 


JANUARY 13, 1950 


other business conditions. Today the situation is reversed. 
Industrial production, which fell 17 per cent in the 8 months 
from its November 1948 peak to its July, 1949 low, had 
recovered almost half of the decline by December. A distinct 
upward movement has now been created, and it may be 
counted upon to continue unless it is interrupted by factors 
which we shall discuss and which must be faced. It would 
have to move a considerable distance in absorbing our unused 
resources of manpower and of plant capacity before it would 
encounter the danger of inflation. 


VALUE OF AFFIRMATIVE POLICIES 

The economic downturn during the first half of 1949, which 
began when production, employment, and personal incomes 
were at or near record levels, again proved that conflicting 
forces are always present in our complex economy, and that 
its basic elements of strength will at times be challenged. 
The course of events in the second half of the year demon- 
strated our improved capacity to protect the economy against 
depressions growing out of moderate recessions, and to fortify 
those forces to which a free economy must look for renewed 
expansion. 

Evidence of this improvement was shown in the behavior 
of business in several ways: the avoidance of speculative ex- 
cesses, the generally prudent management of inventories, the 
refusal to accelerate the decline by cutting wages or by resort- 
ing to large-scale lay-offs, and the general resistance to a defla- 
tionary complex. While many producers were unwilling to 
reduce prices, preferring to reduce output and employment, 
even in this respect there has been progress toward a long- 
range point of view. Corresponding]y—and also with some 
exceptions—labor manifested fairness and moderation in its 
wage demands during the testing period and exhibited in 
other respects its mature concern about the condition of the 
whole economy and its confidence that the economic skip 
would safely ride through the storm. 

Such economic behavior refutes those critics of our system 
who have argued that our difficulties and conflicts would be- 
come progressively more insoluble. The lesson of 1949 is that 
our free institutions, our educational processes, and the liberty 
of our people to make their own decisions have made us 
stronger than before 

The strength manifested within our business system has 
been matched by the contributions of government toward 
economic stability. The manifold improvements in our 
financial structure need no detailed description. Bank runs 
have become virtually impossible. Arrant speculation has been 
dampened. Credit measures have been improved. The flex- 
ible powers of the Federal Reserve System have been invoked. 
The management of the national debt has been prudent and 
reassuring to the public and has been consistent with main- 
taining favorable credit conditions for the benefit of business. 
The system of farm price supports has prevented collapse in 
the most volatile of all markets. Unemployment insurance has 
provided partial continuity of income to the main victims of 
declining production, and has thus served to support the 
demand for goods. The volume of government outlays, includ- 
ing those for foreign aid, while serving other important pur- 
poses, has unquestionably introduced stability into a large 
sector of the economy. 

Clearly, in government policy no less than in private action 
there is need for further improvement. But the wide range 
of agreement about the proved utility of conscious efforts— 
both private and public—to protect our economy from disaster 
and to facilitate its intrinsic propensity for growth means that 
we are learning how to use our intelligence to accomplish all 
that our resources permit. 


SHORT-RANGE OUTLOOK 
For the near future, the economic outlook is good. The 
revival in business activity which began in the summer of 
1949 has already manifested sufficient strength to carry well 
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into the first half of 1950. Liquidation of inventories has sub- 
stantially slackened, and in many areas rebuilding is going 
forward. Consumer disposable income, though somewhat 
down from the peak level of the fourth quarter of 1948, is 
still above the average for that year as a whole. The demand 
for automobiles is still high. The large rate of construction 
contracts currently let promises a high level of activity for the 
coming months. The rate of business investment in plant 
and equipment, although declining, still continues relatively 
high. Government activity will provide strong support. It is 
estimated that aggregate cash payments by Federal, State, 
and local governments will increase by about 4 or 4% billion 
dollars in calendar year 1950. The largest part of this in the 
form of a national insurance dividend will place about 2.6 
billion dollars in the hands of veterans during the year, mostly 
in the first 6 months. 

Although the short-range outlook is good, we are still a 
considerable distance from maximum employment, produc- 
tion, and purchasing power. The primary question in the 
minds of many is whether the rebound in productive activity 
will prove to be temporary or is the beginning of continuous 
growth. 


THE LONGER-RANGE OUTLOOK 

There are two reasons why we cannot stop short with an 
analysis which presages a continued upswing of production, 
employment, and general business activity over the next few 
months. In the first place, the outlook for the next few months 
will be even brighter if our system of free enterprise—which 
includes businessmen, workers, farmers, and consumers— 
grows in confidence that rising prosperity is not to be short- 
lived and that we need not again be confronted by disruption 
or concern even as great as that of early 1949. And in the 
second place, just as improved analysis and action by business 
and government enabled us to get through 1949 as well as 
we did, similar efforts should now provide at least equivalent 
aid in dealing with the looming problems of the future. 

The somewhat longer-range outlook may best be under- 
stood in the broad perspective of progressive adjustments since 
the end of the war. As earlier reports pointed out, the postwar 
period brought extraordinary demands for goods to carry out 
industrial modernization and expansion plans, to meet mili- 
tary and foreign requirements, to fill inventory pipe lines, 
and to restock the depleted store of goods in the hands of con- 
sumers. These demands, made effective by large liquid savings 
and access to ample credit in addition to current incomes at 
record levels, could not be satisfied by current levels of pro- 
duction. This gap between current demand and current supply 
generated the upward spiral of prices. The rising cost of living 
propelled wages upward, which further swelled the spending 
stream and in turn pressed costs and prices still higher. Even 
though the level of output was constantly reaching new peace- 
time peaks, it was failing to match the demand. 

It was clearly foreseeable that in time the restocking boom 
on the part of both producers and consumers would wane, and 
that this demand would need to be replaced by more lasting 
peacetime demand in order to maintain maximum production 
and employment. It was also clear that this peacetime demand 
would have to grow even more than other types of demand 
declined, because the progress of technology and the growth 
of the labor force require a substantial increase in total na- 
tional output from year to year in order to provide maximum 
employment. A key danger was found in the fact that the in- 
flationary process was. bringing about price-income relation- 
ships which would make the necessary adjustments difficult to 
achieve in an orderly fashion. If they were too long delayed, 
the ultimate result would be the forcing of so many adjust- 
ments into so short a period of time that an unfavorable chain 
reaction throughout the economy might precipitate a broad 
downward sweep. 

Some of these adjustments took place gradually, but not 
sufficiently to prevent the turning point in the boom from lead- 
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ing into the decline of the first half of 1949. In a highly com. 
plex situation, the most crucial factor appears to have been 
the failure of demand to grow in proportion to the increasing 
potential output at maximum production and employment, 
There was a much greater physical availability of commodities, 
while rising prices had limited the growth of demand. By the 
latter part of 1948, consumer demand at current prices was 
far more selective and far less urgent than it had earlier been, 
There began to develop softening in some industrial prices, 
as the price-income structure and the current buying pro- 
pensities of the public did not support a sufficient level of 
buying of a normal peacetime character. Thus, there was a 
substantial increase in the accumulation of inventories, largely 
of an involuntary character resulting from the failure of sales 
to grow at the expected rate. The sensitivity of businessmen 
to the possibility of further price declines, particularly in the 
value of inventories, led to a reduction in inventories. Orders 
were cut back. The weakening of price prospects created fur- 
ther hesitation on the part of buyers, The result was a sharp 
decline in industrial production and employment, and an ex- 
tension of weakness to those areas, such as metals, which had 
been showing considerable market strength. Heavy seasonal 
tax payments added to the downward movement of private 
expenditure. 

But soon after midyear, the reversal of the trend became 
apparent. Industrial production had been cut so sharply that 
it fell far below the level needed to support existing con- 
sumption, and inventories in many areas were depleted un- 
duly. The stabilization of industrial prices by July, resulting 
in part from firmness in costs and in part from the sharp cut 
in industrial production which relieved the pressure of supply 
on the market, ended the expectation of further general price 
cuts. The sale of automobiles had continued to increase with 
an enlarged supply. Some readjustments in costs and prices 
of housing had kept production at high and increasing levels. 
A large upsurge in the building of rental units had followed 
the renewal of authority to insure projects on favorable terms. 
Government outlays were expanding. When renewed buying 
by those who had been waiting for price cuts was added to 
these continuing elements of high demand, the course of the 
economy again became definitely upward. 

This review sheds light on 1950. Some changes, which can 
be fairly well foreseen, could halt the advance of the economy 
in the latter part of the year. The distribution of the insurance 
dividends to veterans, which will increase consumer buying 
power in the first six months, will have been largely completed 
and have a diminished effect on demand in the second half 
year. The diminution of the foreign aid program, together with 
the devaluation of foreign currencies, may not be offset by an 
increase in foreign investment; in that case, the export surplus 
will be reduced. The market for automobiles at present prices 
has been brought fairly in line with normal demand, and con- 
tinuance of production at the 1949 rate throughout the com- 
ing year may require tapping the large unfilled market among 
lower-income groups. Rental construction, although running 
strong, is primarily for those able to pay high rents, and as 
that limited demand is fully met, rental construction may 
ultimately decline unless new policies shift it into lower-cost 
projects. Coupling these and other possibilities with the cur- 
rently declining trend of business investment, there are some 
who foresee a moderate business decline in the latter part of 
1950. This could happen, but it is not necessary. The Council 
believes that affirmative action can and should be taken by 
business and Government to prevent it from happening. 

The Council’s confidence that action can be successfully 
undertaken to continue stability and growth throughout 1950 
and beyond is based on several factors. In part it is based on 
the great potential demand of business and consumers, sup- 
ported by ample funds and credit. The economy has demon- 
strated its elasticity, and we do not doubt its ability to make 
further adjustments. The stimulus afforded by lower prices 
and costs, as well as by favorable lending terms, is graphically 
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lustrated by the sharp increase in the demand for residential 
construction, a segment of the economy which made a disap- 
pointing record in the second half of 1948. At the opening of 
the second quarter of 1949, when the general economic situa- 
ion was deteriorating, housing construction began an up-trend 
ading to an all-time sec In the second place, our con- 
fdence is strengthened by the conviction that we have learned 
to take proper counter-measures when we are threatened with 
rious deficiencies in production, investment, or consumption. 
This applies to business action. It also applies to government, 
whose programs have been, and will continue to be, an under- 
lying factor supporting demand. 

Adjustments scaled to the longer-range outlook should be- 
gin now. 


ADJUSTMENTS STILL TO BE MADE 

The Council does not agree with those who suggest that 
business expansion may proceed so rapidly as to produce a new 
wave of inflation at an early date. It is true that some market 
shortages still exist at current levels of demand. But in gen- 
eral we are now operating considerably below the reasonably 
full utilization of our resources of plant and manpower, while 
technology is on the march, and further gains in population 
and productivity are to be expected. The ratio of demand to 
our producing ability would need to climb a considerable dis- 
tance before we would again be confronted with the con- 
ditions which produce any generality of inflation in an econ- 
omy with a basic financial structure as sound as ours and with 
resources for expansion so great. We may now concentrate 
our energies upon adjustments required for the sustained 
restoration of maximum levels of employment and production, 
confident that we can meet the dangers of inflation if and 
when they again confront us. 
(1) The fact that we are not now threatened with general 
ination does not justify price increases at any vital points in 
the industrial structure. Such price increases, instead of being 
called inflationary, should be regarded as fundamentally re- 
tarding in that they will reduce our likelihood of gaining maxi- 
mum production and employment by imposing further re- 
strictions upon a level of demand which is not vet sufficiently 
high. If there is any room for price change in some vital 
industrial areas, it is in a downward and not in an upward 
direction. Earnings are generally rewarding, though not 
so high as a year ago, and they can best be protected and 
advanced by those policies which will maintain and expand 
volume. 
Steel prices are a case in point. Steel affects the whole 
economy, and some reduction in steel prices would favorably 
influence the whole economic situation. A stable and expanding 
economy requires a growing volume of steel output and of 
those other basic products which use steel. Some of these 
other products, whose prices are affected by steel prices. are 
also priced at a level where sustained and growing output 
seems uncertain at current prices. The statements of the steel 
industry accompanying the recent price increases did not in 
our judgment impair the shortly prior findings of the Steel In- 
dustry Board. These findings were to the effect that the price- 
profit-cost situation in the steel industry, allowing for pensions, 
did not justify price increases and in fact left room for price 
decreases in view of no wage-rate increases. 
During the inflationary period, each price rise upon an 
article or service which affected the cost of production of 
other goods not only caused an increase in the price of the 
latter, but in addition such price increases were magnified 
through each successive step of production and distribution. 
Today the general situation will not always permit an increase 
in price to compensate for the increase in cost, and in any 
event it will not often be possible for the increase in price to 
spiral. Nonetheless, business should strive to the utmost to 
avoid price increases, which are unsettling even where not 
individually of major significance. The economy can ex- 
pand more fully and confidently if prices do not rise, and 
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the economy will be given favorable impulse by 
selective downwaxd adjustments now that the danger has 
been removed of a sweeping downward movement in the 
price structure. 

(2) An outstanding problem is the maintenance of a suf- 
ficiently high level of business investment, primarily in plant 
and equipment. New investment for these purposes in 1949, 
while continuing at a level which belied the reports of busi- 
ness pessimism, declined by a substantial amount, and surveys 
of the investment plans of business firms indicate a further 
decline in the first quarter of 1950, Business investment should 
resume expansion as business recovery continues. We should 
also endeavor to shape our national policies to favor continued 
business investment at a high and growing rate. However, the 
real requirement for sustained business activity is the prospect 
of an adequate profit for a long enough time. Government 
policies in fields such as taxation affect the costs of enterprise, 
and consequently changes in such policies have some effect 
upon the profit expectations of the prospective investor and 
enterpriser. But this factor is of less significance than the cur- 
rent and prospective needs of consumers for goods or services 
to be produced. Changes in tax rates can, at most, be only 
small under present circumstances. The possibilities for in- 
crease in consumption are large. 

(3) In a growing peacetime economy, the growth of con- 
sumption should be even more rapid than the growth in plant 
and equipment outlays, although both should continue to grow. 
We shall not be completely out of the woods after our 
recent difficulties until private adjustments and public polli- 
cies are successful in raising the level of consumption, which 
is not now sufficiently high for sustained maximum pro- 
duction and employment or for the *full prosperity of our 
business system. 

(4) Investment and consumption cannot expand in bal- 
anced proportion unless those of influence in our business sys- 
tem realize fully—and many of them now do—that domestic 
and world affairs do not permit even those deviations from 
maximum employment and production which were considered 
normal or tolerable in earlier times. The total real output of 
our economy in 1949 was between 10 and 13 billion dollars 
below the output that would have resulted at the maximum 
levels of production and employment contemplated under the 
Employment Act. We cannot afford for any length of time 
this wastage of our potential strength. The economic loss is 
accompanied by an aggravation of social tensions. It creates 
major fiscal problems as revenues decline at any given level of 
tax rates, thus disrupting long-range fiscal policv based on a 
reasonable balance between free enterprise and the inescap- 
able obligations of responsible government. It produces in- 
ternational repercussions by reducing our imports, making 
it more difficult for other nations to solve their dollar problem, 
and undermining the exemplary position of our system in the 
eves of the peoples of the free world. 

(5) In addition to the purely domestic adjustments discussed 
in the present section is the problem of adjusting our policies 
to the prospective ending of the European Recovery Program. 
The international economic policies which this makes necessary 
are discussed in the final section of this report. 


Awareness of our capacity for growth is the first step to its 
attainment. For our growth will be facilitated as investors, 
businessmen, workers, farmers, and consumers—and govern- 
ment—shape their judgments and actions confidently to con- 
form to their belief in growth. 

In succeeding sections of this report, we shall show to what 
great heights of economic strength we will be carried within 
a few years if we advance steadily, even though at a pace no 
more rapid than we have averaged in half a century of 
ups and downs, of booms and depressions, of war and peace. 
Then we shall consider the policies which may both protect 
the process of growth and also gain for it a greater degree of 
smoothness and stability. 
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lll, PATHWAYS TO ECONOMIC GROWTH 


In its Fourth Annual Report to the President, published last 
month, the Council singled out confidence in future growth 
as a prime conditioning factor of the American economy. In 
stressing the potentialities for growth, we do not propose a 
blueprint for the whole economy, but rather attempt to define 
the opportunities for future markets. This not only may serve 
as a guide for the course of public policy along constructive 
lines, but may also help to meet the needs of private business 
for basic bench marks for development of their programs and 
policies. 

We have stressed the fact that only through such growth 
could the various economic groups in this country prosper 
and progress together, instead of engaging in bitter and 
hopeless conflicts to obtain for themselves larger shares of 
a static national output. 

Such an interpretation makes it clear that the problems of 
growth and stability are closely related. Affirmative efforts 
toward balanced growth are our main shield against serious 
periodic downturns. And the prevention of such downturns 
will remove the great obstacle to the speed and certainty of 
our long-range growth. 

There is no one pathway to economic growth in a free 
economy, and that is why we have used the plural for the 
main heading of this discussion. Yet all business thinking and 
public decisions are based upon the realization that some 
roads are better than others, and that we must constantly seek 
to discern and follow the more promising ways in meeting the 


requirements under the Employment Act of 1946. The 
Council, under the Employment Act, must join in the search 
for these more promising ways. 

We cannot be sure of all of our conclusions, and we would 
have neither the means nor the desire to enforce them upon 
others even if we could be sure. But in earlier reports, we se 
forth some tentative findings for constructive criticism. We are 
now prepared in the same spirit to present the results of 
further study and observation. 


GROWTH OBJECTIVES FOR 1950-1954 

There is a vital connection between the objectives which 
may be set for 1950 and those that we envisage over a 
somewhat longer span of time. It is only by looking backward 
over a number of years that we can truly appraise the 
strength and promise of the American economy. Correspond- 
ingly, it is only by looking forward for a few years that we 
can appreciate the prospects before us sufficiently to begin 
their achievement in 1950. : 

Over the past six decades, our national output of goods 
and services has been multiplied seven- or eight-fold. repre- 
senting an average annual rate of increase of nearly 3% per 
cent and a virtual doubling of total output every 20 years, 
In 1949, this total output was about 260 billion dollars; 
measured in the same price terms, it was about 35 billion 
dollars in 1890. During the same time span, our population 
increased to not quite two and one-half times its 1890 size, 














persuemesnrpinstesresserennemenes 
NATIONAL OUTPUT AND LABOR INPUT 


Our long-run production achievements have been more 
the result of increased productivity than of increased 
employment. Output per man-hour has more than quadrupled 
in the last 60 years. 
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NATIONAL OUTPUT AND POPULATION | 


Total output has increased nearly eight-fold since 1890 while 
the population has grown by 2% times. As a result, 
production per capita has more than tripled 
























tela’ 


BILL! 
300 


100 


PEF 
101 

















CHART 15 


82 





CHART 16 
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_ CHANGING SHARES IN NATIONAL OUTPUT 


As compared with experience in the 1920's and 1930's, o relatively 
smaller share of national output now goes ‘to consumers and 

relatively larger Shares to business investment and Government. 
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CHANGING SHARES IN NATIONAL INCOME 


Wages and salaries and business earnings accounted for 
somewhat larger shares of national income in 1948-49 
than in 1929. Interest and rents accounted for a 
sharply reduced share 
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CHART 17 


while average working hours in industry decreased by one- 
third. (See charts 15 and 16.) 

With a somewhat larger proportion of the population now 
engaged in economic pursuits, the net result has been that our 
total production per man-hour of work has quadrupled. This 
growth in productivity averaged about 2 or 2% per cent, an- 
nually compounded, and brought amazing advances in our 
real wealth and general standards of living. Per capita out- 
put, measured in 1948 dollars, increased from $550 in 1890 
to $1,750 in 1949, or over 200 per cent. The purchasing power 
of a tvpical American family now is about 130 per cent greater 
than that of the much larger typical American family of 60 
years ago. 

The beginning of 1950 finds the American economy greater 
in its potentialities than ever before. Our managerial and 
working skills are greater, our farms and factories better 
equipped, and indications are that the pace of our techno- 
logical advance will be maintained. It is a reasonable estimate 
that we should be able by a combination of private and public 
efforts to continue to increase productivity per fully em- 
ployed worker by about 2 to 2% per cent annually in coming 
years, The total output will be affected by the net increase 
in the labor force which, under conditions of ample job 
opportunities, should a few years hence, say in 1954, bear 
about the same relationship to the total population as at 
present. Lessened participation by school-age youths and the 
effect of the resumption of the long-term trend toward earlier 
retirement may be offset by higher participation by women. 
Even with some further reduction in the workweek, perhaps 
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mainly through longer and more widely enjoyed vacations, 
we should achieve in 1954 an expansion of about 18 per cent 
in total output and about 12% per cent in per capita output 
over that of 1949. At current price levels, this would mean 
attainment of a gross national product in excess of 300 billion 
dollars. This potential increase in the annual output of the 
American economy would be nearly 50 billion dollars, or ap- 
proximately $1,000 per family. 

But the first step toward our goal for future years is our 
goal for 1950. Despite the process of recovery, we are not 
now measuring up even to a conservative definition of maxi- 
mum employment, production, and purchasing power. 

We should aim during this year to reduce unemployment 
from 3% million to a figure in the neighborhood of 2, or at 


most 2%, million—representing the “frictional” unemployment 
incident to the operations of a flexible economy, plus a hard 
core of unemployment in certain localities and occupations 
which can only gradually be reduced. Taking account also 
of the natural increase in the labor force, the goal of achieving 
maximum employment before the end of this year requires job 
opportunities for an addition of around 2 million people, 
bringing the total number of civilian employed to about 61 
million. We must strive for fuller employment opportunities 
for those who are involuntarily underemployed, including 
people forced into low-grade employment by the absence of 
adequate job opportunities in their own occupations. 
Maximum production for the year 1950 as a whole would 
require an increase of about 7 per cent over last year, in order 
to offer the needed additional job opportunities to a growing 


83 














HOW CONSUMERS USED THEIR INCOME 


Consumer income and spending have fluctuated with general 
economic activity, rising during prosperous yeors and falling during 
depressions 
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Personal saving, which was negative in the early thirties, averaged 
about 5 percent of disposable income in prosperous prewar years 
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CHART 19 


labor force working at increasing productivity. We cannot 
achieve this improved level of production for the year as a 
whole, but it should be possible to attain maximum produc- 
tion on a stable basis by the end of the year. 

The maximum purchasing power objective for 1950 is to 
promote those adjustments in the intricate network of the 
income and spending stream—both private and public—which 
will provide our economy with the requirements for both 
stability and growth. 


TOWARD A BALANCED ECONOMY 

Whether or not we realize the gains within our reach de- 
pends upon achieving a sustainable balance among the various 
sectors of our economy. Attaining this balance requires that 
production and incomes shall not develop in a manner result- 
ing in the periodic downturns we have witnessed in the past. 
Business income and investment should be large enough to 
make full use of our technology, our inventiveness, and our 
labor force, but not so large as to result in subsequent over- 
production in relation to the absorptive capacity of markets. 
The income and spending of consumers should be sufficient 
to clear the markets of goods and to provide incentives for 
still more business enterprise, but not so large as to cause 
inflation. The expenditures of government should be large 
enough to provide those services which our resources permit, 
which our people need, and which cannot so effectively be 
provided in any other way, but not so large as to overstrain 
our resources or to dampen the incentives of free enterprise 
or alter the essential character of our economy. Our supply of 
goods to foreign countries should be sufficiently large to 
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promote a more prosperous and more peacefuworld, butwot 
so large as to undermine our domestic strength and thus 
defeat the very objective which we seek. The whole task of 
economic policy, both private and public, is to work out 
these arrangements bit by bit, pragmatically as we go along 
benefiting constantly by the lessons of past experience. 

Past experience can never give us any one exact pattern for 
these balanced relationships. But, when combined with quan- 
titative analysis, it can help to point the way toward some 
workable relationships within a broad range. More important, 
past experience demonstrates fairly conclusively that enormous 
variations in these patterns from time to time have been a 
concomitant of the vast instabilities to which our economy has 
been unnecessarily subjected. 

Whether the instabilities in these relationships are regarded 
as the cause or the result of the business cycle, it is clear that 
economic stability cannot be achieved without reduction in 
these excessive swings in various categories of private activi- 
ties. Of course, private and public policy in a free-enterprise 
economy cannot completely remove fluctuations in business 
investment and other economic activities. 

These extraordinary variations in the composition of our 
gross national product may be illustrated by the experience of 
the last three decades. (See chart 17.) 

Some of these variations were caused by wars. But it will 
be more profitable to focus attention upon aspects of the busi- 
ness cycle at least partly independent of wars. Certainly we 
could not expect reasonably permanent stability in an economy 
in which gross private domestic investment swung from 15 
per cent of the total national product in 1919-29 to 1.5 per cent 
in 1932. Consequently we must be deeply concerned that pri- 
vate domestic investment, which reached an even higher per- 
centage in 1948 than in the boom year 1929, does not take 
another drastic downward swing. Certainly the cyclical shifts 
in the portion of gross national product represented by per- 
sonal consumption expenditures from 76 per cent in 1929 to 
83 per cent in 1933 to 68 per cent in 1948 were not consistent 
with a reasonably stable economy. 

Expenditures are mainly although not wholly determined 
by income, and the excessive variation in our levels of general 
economic activity have also been closely associated with in- 
come relationships which were not sustainable and therefore 
were subject to excessive periodic change. Chart 18 shows the 
relative changes in the main shares of national income since 
1929. 

Clearly, a smoothly functioning economic system was un- 
attainable with corporate profits after taxes ranging from 9.6 
per cent of the national income in 1929 to minus 2.2 per cent 
in 1932-34, or with a level of farm income dropping by more 
than two-thirds between 1929 and 1932. Acceptance of such 
wide variations as “inevitable” or “normal” in a free economy 
would drive business policy, labor and farm action, and Gov- 
ernment programs along most undesirable lines. 

Success in business operations requires the ability to fore- 
cast marketing conditions, which means largely forecasting 
the buying ability and habits of consumers. Chart 19 shows, 
for the period 1919-49, the excessive and unpredictable varia- 
tions in consumer income, expenditure, and saving, while 
chart 20 indicates the impossibility of appraising even roughly 
the composition of consumer demand, so long as income and 
expenditure are subject to such wide fluctuations. 

In an economy growing toward a gross national product of 
more than 300 billion dollars by 1954, the various sectors of 
the economy would need to function in a balanced relationship, 
so as to avoid the inflationary effect of demand exceeding sup- 
ply or the deflationary effect of production running ahead of 
effective demand. If this balance can be achieved—and we 
believe that it can—it is possible to outline in broad terms the 
vast opportunities that this would offer to our business system 
in the form both of high investment levels and high sales of 
goods to ultimate consumers. The broad depiction of these 
opportunities is a logical extension of the idea of market 
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analysis of business prospects, the value of which has been 
increasingly recognized by the business world. It is a com- 
posite estimate of what our resources can do and what our 

ple may buy, which is correspondingly an estimate of what 
business may have an opportunity to sell. 

The Council, since its inception and in response to its man- 
date, has been making exploratory studies of potentialities for 
economic growth. While it is relatively easy to estimate what 
the total output of the economy would be in a future year if 
resources are effectively used, it is more difficult to discern 
the broad relationships among the various sectors of the econ- 
omy which may facilitate growth without generating the dis- 
proportions that threaten either inflations or depressions. 
Studies have been made specifically of expansion and mod- 
emization of productive capacity consistent with the projected 
rise in total output, and of the increase in consumption con- 
sistent with taking off the market the entire output of an ex- 
panding production without undue price fluctuations. In ad- 
dition to domestic investment and consumption, these esti- 
mates have taken into consideration the governmental and in- 
ternational transactions which enter into the Nation’s Economic 
Budget. These studies are still in the exploratory stage. The 
Council hopes that eventually they may develop into useful 
guides to voluntary adjustments and to the evolution of pub- 
lic policies to stabilize the economy at a high level. 

Preliminary study, however, permits estimates of investment 
and consumption opportunities in an expanding economy 
within a range of variation wide enough not to seem either 
arbitrary or all-wise, as set forth in table 13. 

Some comments are here desirable with regard to the fore- 
going estimates. First. these estimates present objectives for 
an economy of maximum employment and production. This 
means that affirmative policies, both public and private, will be 
needed to achieve them; they are not forecasts of develop- 
ments which will occur inevitably. Second, usefulness for the 
purposes intended would not be impaired if the figures were 
varied moderately from those shown. Third, it should be noted 
particularly that the figures involve a high level of private in- 
vestment in equipment and construction—a level well above 
that contemplated for 1950 in most current forecasts. This in- 
vestment trend should soon rise above the 1949 level, and with- 
in five years might even surpass the record established in 
1948, when postwar making-up of deferred capital needs was 
in full swing. Fourth, the estimates contemplate, over the five- 
year period, a growth in consumer buying at a more rapid rate 
than the growth in business investment. Analysis indicates 
that this is necessary to maintain maximum employment and 








TYPES OF CONSUMER SPENDING 


Expenditures for durable goods ranged from 7% to |2% 
percent of consumer expenditures prior to 1939. Services 
took a considerably larger proportion of total outlay in 
depression years. 
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Table 13.—Output, consumption, and investment 


(Billions of doliars) 


Item 1948 1949 19541 
Gross national product 262.4 258.7 300-310 
Personal consumption expenditures 178.8 178.5 210-225 
Gross private domestic investment, 
exclusive of inventory accumulation 38.6 37.2 38-43 


"The 1954 estimates allow for only minor variation of prices 
from the present level. 
Source: Department of Commerce (1948-49). 


production in a growing peacetime economy, which in turn 
is necessary to provide incentives for a high and growing level 
of business investment. Fifth, the estimates contemplate 
programs in the governmental sector based upon the assump- 
tion that some programs, such as those for veterans, will 
decline. They assume moderate extension of certain accepted 
programs, such as social security, upon foundations already 
established, and also allow for some new programs in the 
domestic and international fields. But they do not assume an 
intensification of international tensions, which would necessi- 
tate a considerably higher level of activity in the government 
sector as a whole. By 1954, this outline of peacetime growth 
would lead to the government sector accounting for a smaller 
proportion of the total gross national product than in 1949. 


HIGH BUSINESS INVESTMENT NEEDS 

It has been indicated that our growth toward a 300 
billion dollar economy by 1954 should afford opportunity by 
that vear for an annual gross private domestic investment, 
excluding investment in inventories, ranging from 38 to 43 
billion dollars. The upper figure is considerably higher than 
the level of either 1948 or 1949. 

The realization of an adequate volume of investment be- 
tween now and 1954 cannot be reconciled with a downturn 
for a substantial period, followed by another boom. Analysis 
points up the conclusion that the growth in investment should 
be encouraged at a fairly steady rate. We know only too well 
from historical experience that large variations in investment 
activity are inseparable from intermittent idleness and waste 
of our productive potentialities and a sacrifice of growth op- 
portunities. With allowance for some backlogs of deferred 
expansion or replacement to be liquidated over the next few 
years, the growth potential of investment should be correlated 
with the general growth of the economy as a whole. 

Very high outlays for the expansion of nonfarm plant and 
equipment in the postwar years appear to have brought pro- 
ductive capacity as a whole—with some exceptions—into a 
fairly workable relationship with requirements for a maximum 
employment economy. There has also been considerable 
modernization of equipment, although railroad equipment 
and a few other types still present a backlog of deferred re- 
placement. Abundant opportunities exist for further moderni- 
zation of productive facilities, and the upper range of the 
figures shown assumes that a large increase in outlays could 
perhaps be achieved by more rapid retirement of facilities for 
obsolescence. But present investment expectations of busi- 
nessmen are one indication that such an increase might be 
difficult. For nonfarm producers’ plant and equipment, in- 
vestment trends should reflect a reasonably consistent histor- 
ical relationship between such outlays and the growth of 
buying power. 

The trend of investment in farm equipment and construc- 
tion should allow for expansion, increased mechanization, and 
replacement in keeping with the agricultural output require- 
ments of a fully active economy. For other private nonresi- 
dential construction—such as churches, schools, hospitals, in- 
stitutions, social and recreational buildings—about the 1949 
rate of outlays (which was about one-fifth above that of 1948) 
should be carried forward. Inventories are in a reasonably 
workable relationship to sales at the present time, and they 
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may therefore be expected to increase roughly in proportion 
to the output of the private sector of the economy. The greatest 
increase above current levels of private investment is clearly 
required in the field of housing, because it is here that the 
total available supply of goods lags farthest behind the needs 
of the people and presents the greatest challenge to production 
and financial ingenuity. 

For now and the foreseeable future, the problem of en- 
couraging an adequate level of business investment assumes 
greater importance than is indicated by ie mere quantitative 
relationship of such investment to the total size of the economy. 
A timely checking of the current downtrend in investment, 
followed by resumption of growth, is by no means to be taken 
for granted. Neither investment nor consumption can long 
sustain satisfactory growth unless both do; and the relatively 
modest growth in investment contemplated in the estimates 
presented above may well present even more difficulty of 
attainment than the larger growth set as a consumption goal. 
It is easier for public programs to stimulate consumer spending 
than it is for these programs to enlarge business investment 
direct. Yet we know from the experience of the 1930s that, 
without a large and growing volume of business investment, 
maximum employment and production can hardly be achieved 
and can certainly not be maintained. 

Availability of funds for investment 

Consideration of the problem of supplying adequate funds 
for business investment calls for a comparison of corporate 
financial requirements, under conditions of maximum employ- 
ment and production, with the sources of funds likely to be 
available to meet these requirements. Corporations account 
for the major share of business investment, and depend more 
heavily than other businesses upon outside capital. 

During the period 1946-48, as chart 21 shows, corporations 
used an average of about 28 billion dollars a year to finance 
plant and equipment expenditures, expansion of inventories, 
and expansion of accounts receivable. These requirements 
were very high in comparison with prewar experience, even 
after taking into account the rise in sales volume and prices. 
They reflected not only a volume of plant and equipment ex- 
penditures nearly twice that reached in any previous year, but 
also an impressively large volume of funds to finance expansion 
of working capital. 

In general, corporations during the very high investment 
period 1946-48 were adequately supplied with funds to 





SOURCES AND USES OF CORPORATE FUNDS 


Corporate financial requirements dropped sharply in 1949 
from the average level of the previous three years, as the 
book value of inventories turned downward, These 
requirements were financed primarily from earnings and 
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DISTRIBUTION AND RETENTION OF 
CORPORATE PROFITS 


Corporations retained in 1949 a smaller proportion of profits 
after taxes than in 1946-48, but a larger proportion than 
in 1929 or 1939-41. 
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finance their investment programs along conservative lines de- 
spite the high level of taxation. In fact, a striking character- 
istic of the period was the extent to which corporations were 
able to meet these unprecedented financial requirements from 
their own funds. During this period, corporations reinvested 
about 62 per cent of their profits after taxes, as compared 
with 31 per cent in 1929 and 41 per cent in the 3 years be- 
fore the war. (See chart 22.) This large volume of retained 
earnings enabled corporations to remain in a generally strong 
financial position in spite of the large requirements for funds. 
Their liquidity, as revealed by various types of liquidity 
ratios, compared very favorably with the prewar years. Rela- 
tive to income after taxes, corporate debt at the end of 1948 
was only about 50 per cent as large as in 1929, and 45 per 
cent as large as in the period 1939-41. During 1949, as was 
shown in Part I, corporations were generally able to improve 
their financial position and at the same time to step up their 
dividend disbursements. 

The postwar experience indicates that, in a period of high 
employment and production, corporations experienced little 
difficulty in financing their expansion in a manner which left 
them generally in a favorable financial position. It seems un 
likely that an expansion of the economy such as was outlined 
above would pose a more difficult financial problem. We 
should expect that in s' ch an economy a higher level of busi- 
ness investment in plant and equipment could be attained 
without imposing upon corporations financial requirements 
as high as during the period 1946-48. The reason for this is 
that probably not more than 3 to 4 billion dollars annually 
would be needed in an enlarging economy to expand inven- 
tories and customer accounts in line with sales. These figures 
are far below the annual average of about 13 billion dollars 
absorbed in rebuilding of inventories and in financing cus- 
tomer credit during the inflationary period 1946-48. 

The main sources of funds for corporations will be retained 
earnings and depreciation reserves. If the economy continues 
to grow in line with its indicated potential, corporate profits 
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HOUSING OUTLAYS, CONSUMER SPENDING, 
Private housing outlays have fluctuated much more widely 
than national output or consumer expenditures. 
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should increase enough so that, even with a dividend disburse- 
ment ratio as high as in the late 1920s, retained earnings and 
increasing depreciation reserves will furnish a major part of 
new capital requirements. In these circumstances, the neces- 
sary outside financing would be much less than the 11 billion 
dollars annually secured from outside sources in 1946-48. The 
larger and established corporations will not face any serious 
problem of equity capital. Reinvested earnings should be 
large enough, in conjunction with new stock issues no larger 
than those of recent years, to improve the ratio of equity 
capital to debt. Provided we are able to realize a sustained 
period of growth, dividend disbursements may even be 
higher in the future than they have been in recent years. We 
should then expect a sizable increase in the amount of new 
capital forthcoming from stock issues. Indeed, late in 1949, 
and probably as a result of these factors, the market for new 
stock issues improved noticeably. Corporate managers have 
recently preferred to borrow funds at prevailing low rates of 
interest, rather than to “dilute the corporate equity capital,” 
as they describe the issue of new stock at the price at which it 
would be absorbed by the existing market. If the recent move- 
ment in stock prices continues, many corporations will re- 
verse their policy and seek outside equity capital. Others 
will continue to be attracted by the tax advantage of debt 
financing and by the continuance of low interest rates, which 
is assured by the Government debt-management policy. 

While corporations as a whole may not experience serious 
difficulty in financing their expansion, individual corporations 
will fare unevenly in the gains of prosperity. Some will be 
capable of meeting temporary market adversities and financing 
expansion needs entirely from internal resources. Others may 
better this record and in addition improve their liquidity 
positions. Still others, however, may find internal resources 
quite inadequate for these purposes and will seek funds ac- 
tively from external sources, in order to provide for corporate 
growth in line with expanding markets and at times to cushion 
adjustments to changing competitive trends. 
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Specific problem areas 

Despite the generally adequate supply of funds, there are 
important gaps in our financial and investment structure. The 
prospect that total saving is likely to be fully adequate for 
total investment opportunity does not dispose of the problem 
of increasing the availability of funds for particular types of 
businesses, and of making them available in all regions of the 
country in such forms and on such terms as to promote their 
full and effective use. There is danger that the proportion of 
funds seeking fixed-return investment will continue to rise 
and that the economy will generate a larger volume of saving 
for such purposes than it can absorb, while at the same time 
important types of investment will be impeded by lack of risk 
capital. Small and new business concerns have always experi- 
enced great difficulty in securing long-term loans and in ac- 
quiring outside equity capital, and this problem has now been 
intensified by the larger concentration of investment funds in 
the savings accounts of persons of moderate income who seek 
fixed-return investments, and in institutions which have little 
interest in financing small business. 

There are particular industries, such as the railroads, in 
which capital needs are very large in relation to earnings and 
which face especially thorny problems of obtaining either debt 
or equity capital. Special consideration must be given to cer- 
tain strategic industries in which expansion desirable for 
national security calls for larger or more rapid investment out- 
lays than are likely to be forthcoming from private investment. 
The housing problem 

The housing shortage is still acute, and the desire of the 
people for more and better housing presents the largest single 
potential market now open for increased investment. While 
1949 was a peak year for housing, the construction of new 
nonfarm housing in 1949 showed a much smaller increase 
from the levels of the 1920’s than did the total physical vol- 
ume of consumption, the volume of industrial production, or 
the purchases of new passenger automobiles. (See chart 23.) 
Housing has failed to keep pace with over-all economic 
growth in the past quarter century. 

Instability in so important a sector as housing has con- 
tributed powerfully toward general economic instability. As 
shown by chart 24, which omits the period 1942-45 to avoid 
the special complications of wartime, private housing outlays 
have fluctuated more violently in the past three decades than 
either total output or consumer expenditures. 

Housing production should be stabilized at very high levels. 
Based upon needs and resources, the objective over the next 











HOUSING CONSTRUCTION: 
SOME GROWTH COMPARISONS 


The rate of house building in 1949 shows relatively small 
growth since the 1920’s in comparison with industrial 
production, consumer expenditures, and automobile sales. 
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few years should be to build on the average about 1% million 
new residential units annually, or substantially more than the 
million in the year 1949—which, while an all-time peak year 
for home-building, was only slightly above the level of 1925. 
A considerable part of this new construction should represent 
replacement of hopelessly obsolete housing, which should be 
cleared away on a much enlarged scale. Improvements and 
enlargement of existing houses should also require very large 
new investment. Allowing for some further decrease in hous- 
ing costs, and for the trend toward more economical design 
to meet the needs of families of moderate income, but allow- 
ing also for the related facilities and community develop- 
ments which such a large amount of residential construction 
would carry with it, this volume of housing and related im- 
provements over the next few years would probably require 
an average annual investment in the neighborhood of 12 to 14 
billion dollars. This is not a forecast of what the level of such 
housing investment is likely to be without special efforts. On 
the contrary, we face the danger of a decline rather than an 
increase in residential construction unless new means are de- 
veloped to enable more middle-income families to obtain new 
housing, particularly as the backlog of postwar demand tapers 
off. This will require strenuous efforts to develop workable 
stimuli along new lines. The Council regards the maintenance 
of a high and growing level of private investment in housing 
as perhaps the most important issue in connection with the 
maintenance of a total level of investment high enough to 
" support maximum employment and production over the next 
few years. 

Adequacy of market opportunity 

Adequate market opportunity for business means condi- 
tions favorable to the disposition of full output at a return 
providing sufficient funds and incentives in the form of profits. 
In the final analysis it is the appraisal of market potential 
which mainly controls the rate of investment. No redundancy 
of funds available for investment will promote a sufficiently 
high level of investment if this market opportunity does not 
exist. If it does exist, investment in general will grow with 
the rest of the economy and will not in general be hampered 
by lack of capital funds. 

A large contraction in business investment sets in because 
those making investment decisions forecast a level of general 
economic activity not sufficiently high to assure profitable 
utilization of additional capacity. They recognize that a gen- 
erally expanding economy would continue to support a high 
and growing investment level, but feel that the short-run out- 
look does not presage the resumption or continuation of ex- 
pansion. Thus the first and foremost step toward solving the 
investment problem is to promote the environment which will 
encourage businessmen to make their investment decisions 
in the light of longer-run prospects for growth. 

Our analysis of the magnitude and of a few of the probable 
characteristics of an economy expanding toward the 300 to 
310 billion dollar level indicates that high and growing levels 
of business investment—and the business earnings necessary 
to motivate and help finance it—are entirely compatible with 


expansion of ultimate consumer incomes and expenditures 
sufficient to absorb the swelling product. If this absorption 
occurs, there should be no real problem of business profits 
failing to provide generally adequate incentives. 

It is recognized that any prolonged contraction in corporate 
profits from present levels would spell a sizable reduction jp 
business investment, and that an expanding economy cannot 
be founded upon a continually declining level of profits. But 
an expanding economy, associated with sufficiently high mar. 
ket prospects and their full appreciation by. the business com. 
munity, would result in a rising level of corporate profits even 
if profit margins should be somewhat reduced. There is 
ground for belief that somewhat reduced profit margins would 
still provide generally adequate investment incentives under 
conditions of an expanding market furnishing a rising absolute 
level of profits. 

It should be recognized, however, that such expansion of 
the economy may not occur if business pricing practices are 
not adapted to encouraging a rising level of consumption. 
Pricing practices also bear directly on investment insofar as 
they are associated with restriction of capacity. The degree of 
competition is an important determinant of outlays for cost- 
reducing improvements of productive facilities. 


A HIGH CONSUMPTION ECONOMY 

The broad estimate that consumer expenditures in a 300 to 
810 billion dollar economy would range from 210 to 225 bil- 
lion dollars represents an expansion in consumption of about 
22 per cent, or about 15 per cent per capita after allowing 
for population increase, over the level of 1949. This measures 
the market opportunity for our business system. 
Expenditures for consumer durable goods 

Over the past decade, despite the war, there has been a 
great increase in the ownership of durable goods by American 
families. Between the end of 1939 and the end of 1949, the 
number of radios in use increased from 39 million to 62 mil- 
lion, electric refrigerators from 14 million to 29% million, and 
electric washers from 14% million to 25% million. 

Future economic growth would maintain large opportunities 
in the consumer durables field. About one-third of all house- 
holds still lack electric refrigerators, and a continued high rate 
of residential construction would create a need for all types 
of appliances. The number of television sets in use at the end 
of 1948 was slightly above a million; during 1949 almost 24 
million sets were produced, indicating the very rapid expan- 
sion afforded by this market. 

More than 5 million passenger cars were produced in 1949, 
bringing total private registrations to 35.5 million, or an aver- 
age of one car for every 4.2 persons. This compares wtih 26 
million passenger cars at the end of 1939, or an average of one 
car for every 5 persons. The character of the demand for 
automobiles since the war, despite the mounting prices, should 
be sufficient warning that it is very easy to underestimate the 
future market. Nor does the scope of demand at this time 
furnish a clear guide to the demand when and if prices are 
reduced, or to the demand when family incomes become 


Table 14.—Money income received by each fifth of families and single persons, 
1935-36, 1941 and 1948 


Families and single persons 


ranked from lowest to Percentage of money 





highest income income 


1935-36 1941 1948 

Lowest fifth 4.0 3.5 4.2 
Second fifth 8.7 9.1 10.5 
Third fifth 13.6 15.3 16.1 
Fourth fifth 20.5 22.5 22.3 
Highest fifth 58.2 49.6 46.9 
All groups 100.0 100.0 100.0 


Per cent increase 
in average in- 


Average money income in 
dollars of 1948 purchas- 





—————ing power! — me come —— 

1935-36 1941 1948 ag ae 
$ 534 $ 592 $ 893 67 51 
1,159 1,546 2,232 93 44 
1,810 2,597 3,410 88 81 
2.734 3,816 4,711 t2 23 
7,083 8,418 9,911 40 18 
2,664 3,396 4,231 59 95 


?Current dollars divided by the consumers’ price index on the base 1948=100 to give a rough measure of changes in purchasing 


power of income. 


Norte.—Adjustments have been made in basic survey data for each year. Detail will not necessarily add to totals because of rounding. 
Sources: National Resources Planning Board (1935-36), Department of Labor (1941), and Council of Economic Advisers (1948). 
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Table 15.—Selected series relating to consumption 


Series 

Personal consumption expenditures as per cent of gross national product 
Net personal saving as per cent of disposable personal income 
Disposable personal income as per cent of gross national product 
Per capita disposable personal income: 

Current dollars 

1948 dollars ' 

Index (1948 dollars, 1948=100) 


‘Current dollars divided by the consumers’ price index on the base 1948=100 to give a 


power of income. 
Sources: Department of Commerce and Department of Labor. 


lager. The universality of the desire of Americans for auto- 
mobiles has been thoroughly proved, and the history of the 
industry does not permit doubt that management, once it finds 
that it has exploited the market for higher-priced cars, will 
fnd ways through price reductions and through cheaper 
models to attract the vast potential demand not now able to 
come into the market for new cars. 

The proportion of consumption expenditures now devoted 
to purchases of durable consumer goods, including automo- 
biles, appliances, and furniture, is about 14 per cent, com- 
pared with 12 per cent in 1929 and 10 per cent in 1939. (See 
chart 19.) There will be further working off of backlog de- 
mand for certain goods, but a lifting of standards of living 
would probably increase the share of expenditures on durable 
goods above that of prewar vears. 

Expenditures for nondurable goods 

The two major items of consumption in the category of 
nondurable goods are food and clothing. The percentage of 
income spent currently for food is higher than it used to be, 
reflecting higher prices for food and higher quantities of 
consumption. Per capita food consumption is about 10 per 
cent above the 1935-39 level. The level of 19 per cent above 
prewar, reached in 1946, would be exceeded if the diets of 
low-income families were raised to an adequate nutritional 
level. Clothing expenditures, as a percentage of total expendi- 
ture, have shown a declining trend over the last three decades. 
Nevertheless, budgetary studies show that many families, par- 
ticularly in rural areas, obtain no more than minimum require- 
ments. Income gains which would lift low-income families 
toa more satisfactory standard of living would greatly enlarge 
the market for clothing. 

Expenditures for services 

Even with the expanded consumption of durable and non- 

durable goods which has been outlined, the markets for these 
































The average family income of all groups has increased greatly from 
the prewar period. The fifth of families having highest incomes | 
received the largest increase in dollars but smallest relative increase. 
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rough measure of changes in purchasing 


goods are not limitless. The full utilization of our productive 
resources requires that the enterprise and imagination which 
have created new products like automobiles and radios shall 
increasingly be devoted to the development of even newer 
products in an even wider variety. Beyond this, as standards 
of living rise, a larger proportion of the people’s wants and 
needs turn from the basic requirements of life toward those 
things which add to the enjoyment of living. Services such 
as education, health, and recreation are an area of economic 
development yet in relative infancy. The expansion of these 
services may involve varying patterns of private and public 
action, but in any event they will vastly increase private em- 
ployment and business opportunity for a wide range of related 
and supporting activities. 

Distribution of income 

The percentage of income going to various groups does not 
change greatly over a short period of time. Nevertheless, the 
conditions of full employment during the war were instru- 
mental in bringing about a distribution af income in the United 
States more favorable to lower-income recipients. Chart 25 
and table 14 show the average income of each fifth of the 
population, from those with the lowest income to those with 
the highest, in two prewar years and in 1948. The greatest 
relative improvement since 1935-36 appears to have been 
in the second and third of the five brackets. The top fifth had 
the largest average gain in absolute amounts but the smallest 
percentage increases. In appraising the average income in the 
lower brackets, it should be noted that these brackets include 
many young single persons and retired persons whose income 
runs considerably lower than that of families of two or more. 
In addition, many families have non-money income, such as 
home-produced food or fuel, not reflected in the distributions. 
Nevertheless, income for many families is clearly below the 
level required for an American standard of living. Recent 
investigations by the Joint Committee on the Economic Re- 
port have shed light on the plight of these families, and on 
many of the social and economic conditions contributing to 
inadequate income. 

The purely social consequences of income distribution are 
not within the scope of this report, but it should not be for- 
gotten that the functioning of the economic system as a whole 
bears upon the life and livelihoods of the people whom it is 
designed to serve. In addition, the distribution of income has 
a recognized bearing upon the functioning of the whole econ- 
omy and upon its prospects for growth. A balanced growth of 
investment and consumption is closely related to income flow, 
which in turn has a bearing upon the proportion of income 
that is spent for consumption. 

In 1948, consumer income and consumer expenditure each 
represented a considerably lower percentage of gross national 
product than in prewar years, The high tax structure necessi- 
tated by the war and its aftermath absorbed part of the income 
which would otherwise have been available to consumers. In 
1949, the percentage of the total product represented by this 
type of income and expenditure moved upward slightly. This 
is shown by table 15. 

The expansion of consumer demand which will be neces- 
sary in future to sustain a high level of business investment, 
and to promote maximum employment and production, will 
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hinge not only upon the proportion of total disposable income 
in the hands of consumers, but also upon the trend of current 
saving. In 1949, as table 15 shows, the rate of saving reached 
7.5 per cent of disposable income, compared with 3.8 per cent 
in 1939 and about 5 per cent during the 1920’s. It may well 
be that a higher rate of saving than in the prewar period will 
characterize postwar prosperity, and this may create a prob- 
lem of finding adequate investment outlets. Earlier in this 
report, however, we noted the fact that the proportion of sav- 
ing to income decreases at the lower ends of the income 
structure. As the national income grows, a trend toward rela- 
tively greater increases in income for families in the lowest 


IV. NEEDED 


The early reversal of the downturn in 1949 was accom- 
plished with the aid of a composite of private and public 
policies. The Council has stressed the importance of policies 
in the business world itself, coupled with our confidence that 
as these policies constantly improve there will be progressive- 
ly less likelihood of the drastic Government action which fol- 
lows from the emergence of critical conditions. 

Government should also exert an affirmative influence if 
we are to accomplish the objective of steady economic growth. 
The Government has become a large partner in the modern 
productive process by contributing to the development of re- 
sources, transportation, research, and the productivity of 
labor, all of which are essential to an expanding economy. 
Tax and credit programs have an immense impact upon the 
flow of incomes and funds, and upon the decisions of business 
and consumers. 

The following treatment includes an appraisal of some of 
the measures which are significant for economic growth and 
stability under current and foreseeable circumstances. This 
treatment does not attempt to be all-inclusive. For example, 
other programs (such as those involving the power to deal 
broadly and flexibly with credit developments through the 
Federal Reserve System) should be made available to be 
used if conditions sufficiently change to call for them. Still 
others may need to be developed if deficiencies in market 
adjustments unfold. 

What is recommended now might appear as a piecemeal 
approach, were not each piece appraised in the perspective 
of the current economic situation and of the general objec- 
tives defined for the years immediately ahead. 


THE FUNCTION OF PRICES 

Our economy is sometimes called a price economy. This 
means more than that changes in particular prices influence 
the decisions which determine the kinds and volumes of goods 
which are produced. It also means that the price factor ex- 
ercises so important an influence upon levels of real profits 
and real wages and other incomes that it vitally affects the 
economic balance between investment and consumption 
which is essential for a high level of general activity. 

The current price level in general is now high enough to 
sustain a generally rewarding level of profits, if activity is 
high, and this level of profits would increase substantially if 
the volume of sales approaches the levels required to sustain 
maximum production. For this reason, there would be no 
justification for a general upward movement of prices, and 
neither the current nor shortly prospective relationship be- 
tween supply and demand is likely to force general prices up- 
ward. While our economy is so complex that a few isolated 
upward adjustments may seem justifiable, every effort should 
be made to avoid them, because they will not add to stability 
or confidence and will make it harder to achieve a level of sales 
consonant with maximum production and employment. 

There are some prices which are too high to permit con- 
tinuance for a long period of the current volume of sales. 
These prices will need to be reduced or production and em- 
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brackets of the income structure would therefore give an ext, 
stimulus to demand for consumption goods. 

Thus greater relative gains by those groups who at present 
share least in the benefits of our economy not only serve fair 
social objectives, but also tend to improve the balance in the 
relationship between intended saving and intended inyeg. 
ment. Such a development contributes to the stability ang 
growth of the whole economy, and thus is beneficial to qlj 
groups in the long run. This offers a wide area for agreemep; 
and co-operation throughout the country, as the people look 
to free enterprise and free government for continuous improye. 
ment in the functioning of the economic system. 


POLICIES 


ployment will eventually suffer. These prices are in the field 
of the administered-price industries where price policy js 
firmly controlled; but it may be expected that managers in 
these industries will not fail to reach for the larger market de- 
mand which will follow price adjustments. 

The Council believes that in general—and noting the excep. 
tions mentioned above—the price level is now within a range 
where stability should be feasible at workable levels. By 
workable levels, we mean those which will enable buyers, as 
incomes rise gradually in a growing economy, to increase their 
purchases sufficiently so that maximum production and em- 
ployment will be achieved and maintained. We feel that, with 
respect to the general situation, it will be safer for the im- 
mediate future to depend mainly upon income adjustments 
rather than upon sweeping and widespread price adjustments 
to enlarge the volume of demand. 

This is not to say that a long-run downward trend of some 
prices in those areas where technological gains are unusually 
great, or where productivity increases with extraordinary r- 
pidity, is not one of the best ways of enabling these gains to 
be enjoyed by the whole population instead of merely by a 
specific group of income recipients. Such trends in some 
prices have appeared in the past and will appear again, and 
they are all to the good. Nonetheless, as a general proposition 
serving as a guide to economic policy, the practical dynamics 
of our economy indicate that a fairly stable general price level 
and a rising level of money income as productivity increases 
are more conducive to business confidence and to the ex- 
pansion of enterprise than a generally declining price level. 

The Council is mindful of the critical problems confronting 
those whose incomes have remained at low or moderate levels 
fixed since before the war. But without a serious and pro- 
longed downturn throughout the economy, the price level 
could not conceivably be reduced to the point where these 
people would find themselves in a satisfactory position. And 
that very process of downturn would hurt many of them as 
much as anybody else. These people, if they are to progress, 
must look to income gains. 


THE FUNCTION OF WAGES 

With a growing potential for national output, the only way 
to translate this potential into actuality is to distribute more 
goods. If the price level is reasonably stable, then the increas- 
ing purchasing power necessary for expanding markets must 
come mainly in the form of money incomes rising in accord 
with improved productivity. And since wages constitute the 
bulk of personal income, the soundest general formula, once 
wages, prices, and profits are in a workable relationship, is 
for money wages to increase with productivity trends in the 
whole economy. 

Such a general wage principle does not, however, imply 
that all wages will or should move at the same rate, any more 
than the general desirability of a stable price level implies 
that individual prices should not move either up or down. 
What this general wage principle does imply is that wage 
changes should cluster around a norm determined by the 
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wer-all productivity developments of the economy. It is also 
recognized that there will be business concerns with produc- 
tivity gains which justify wage increases above the norm, 
while others cannot afford to go as high as the norm. Widely 
divergent rates of growth in productivity in particular indus- 
ries should also be reflected in shifts in some relative prices. 
The detailed process of adjusting individual wages and prices 
to productivity must necessarily be pragmatic. 

Over a long time span, it appears that wage increases as a 
whole and productivity increases for the Nation as a whole 
have tended to move closely together. But this should not 
blind us to the fact that there have been periods when wage 
ends and productivity trends have gotten out of line, and 
this has been a factor contributing to general economic in- 
tability. Now, when we are not immediately threatened 
either by inflation or by deflation, management and labor 
have a most challenging opportunity to develop some broad 
economic principles for wage negotiation which take account 
both of the over-all national situation and of widely differing 
situations in different areas, industries, and businesses. 

In view of the powers which reside in strong and in strong 
labor organizations, which make it possible now for one and 
then for the other to force adjustments which are not in ac- 
cord with the interests of the whole economy, a twofold pro- 
gram is called for. In the first place, increasing study of what 
constitutes sound wage policy should bring larger contorm- 
ity to it, because basically both management and labor are 
propelled by the desire to pursue a reasonable course. In the 
econd place, we are exploring conference techniques, so that 
representatives of management, labor, and agriculture may 
make further progress on joint study of the conditions and 
ations underlying a stable and growing economy. 


AIDS TO BUSINESS INVESTMENT 

The primary influences upon business investment are to be 
found in the market place. If markets are broad and reward- 
ing, funds will find their way into productive investment. 
And whether these markets will be broad and rewarding 
mainly depends upon the functioning of the wage-price sys- 
tem in the distribution of purchasing power. 

Nonetheless, there are some special problem areas in the in- 
vestment field. The rapidly growing volume of insurance and 
pension funds raises the problem of facilitating absorption of 
personal and institutional savings into productive investment, 
by making a somewhat larger part of these savings available 
to business as venture capital. The influence of direct Federal 
action on this problem, however, is limited. To a large extent, 
the solution appears to involve liberalization in State regu- 
latory standards and valuation concepts, and in the policies of 
many of the fiduciary institutions themselves. 

New and small buinesses are at a marked disadvantage in 
seeking to obtain equity capital. They also find difficulties in 
obtaining long-term loans. The commendable efforts of the 
Reconstruction Finance Corporation to mitigate the financial 
problems of small and medium-sized concerns would be aided 
ifthe maximum maturity period on loans were increased: and 
if the agency could expand its capacity to provide loan appli- 
cants with technical assistance, thereby increasing the effec- 
tiveness of its lending operation and improving the borrowers’ 
ability to repay. Also, more expeditious and less costly means 
should be found to provide very small business concerns with 
loan assistance. 

In treating of investment needs, the Council has pointed 
out that housing investment needs stimulation more than any 
other type, whether measured by the opportunities which this 
would afford to business enterprise or by the people’s needs 
for shelter. With a well established and nation-wide program 
for subsidized low-rent housing under way, the outstanding 
problem now relates to housing for middle-income groups. 
Further reductions in housing costs, and further income gains 
in an expanding economy, would both contribute toward the 
lution of this problem. Important revisions are being pro- 
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posed in existing Federal Housing Administration programs, 
to encourage production of housing at lower rents and lower 
sales prices and of a size commensurate with family needs. 
These changes, however, will not provide a complete solution. 
Even with the new aids, adequate funds are not available for 
this kind of housing investment at sufficiently low interest rates 
and for a sufficiently long period of amortization, since most 
investors require a greater degree of security than is offered 
by this kind of investment. Legislation should therefore be 
enacted to place the credit of the Government, directly or in- 
directly, in back of private ventures into cooperative or non- 
profit housing built under adequate standards. Since the 
housing shortage continues, rent control is still needed. 

Although the present business tax structure has not inter- 
fered generally with high over-all levels of business investment 
in the postwar period, some tax adjustments offer possibilities 
foy encouraging over the long run an adequate and regular 
flow of business investment. The Council hopes that before 
too long, general revision of the tax structure will become 
more feasible than it is just now. 


FISCAL POLICY 

In its Fourth Annual Report to the President, published 
last month, the Council stressed the contribution which a 
reasonably stable fiscal policy could make toward general 
economic stability and growth. But we recognized that drastic 
changes in expenditure and tax programs of Government had 
been necessitated by the appearance of wars and depressions. 
We also recognized that the large tax changes in 1948, the 
condition of the Federal budget, and the rapid shifts in busi- 
ness trends in 1949, call for some tax changes very soon. 
Further, some improvements in the tax* structure are needed 
before a sound base will be established on which to rest a 
long-range effort to achieve more stability in fiscal policy. 

The level of taxes did not prevent a magnificent record of 
postwar economic achievement. A valuable result of the Gov- 
ernment surpluses in 1947 and 1948 was in helping to re- 
strain the forces of inflation. The subsequent downturn in 
business activity during the first half of 1949 was not due to 
excessive taxation. Nor did the level of taxation prevent the 
upturn in business activity from coming sooner after the be- 
ginning of the downturn than in any comparable period in the 
past. Turning to the expenditure side, while the high outlays 
necessitated by the international situation complicated the 
inflationary problem until early 1949, the steadiness of these 
outlays cushioned the downturn very substantially. On the 
other hand the Council at midyear 1949 did not recommend 
increases in public spending for the purpose of stimulating 
the economy, and our confidence in its internal recuperative 
forces has thus far proved justified. 

An examination of the outlook for Federal finances is rele- 
vant to the current concern over the appearance of a sub- 
stantial Federal deficit and to the justified belief that its en- 
largement or even its long continuance would be most un- 
desirable. 

Effect of general economic conditions upon Federal fi- 
nance 

The Federal cash position, measured in terms of the con- 
solidated cash budget, shifted from an 8-billion-dollar cash 
surplus in calendar 1948 to a cash deficit of about: 1.7 billion 
dollars in the calendar year 1949, and an estimated deficit of 
approximately 5.7 billion dollars for 1950. This shift is ex- 
plained by the following factors: (1) the Revenue Act of 
1948 resulted in very large reductions in tax payments; (2) 
the mild recession of 1949 was marked by a considerable 
decline in corporate profits as reported for tax purposes. This 
depressing effect upon receipts will be felt most sharply dur- 
ing the calendar year 1950, when most taxes upon 1949 cor- 
porate profits will be paid; (3) certain Government programs, 
such as unemployment compensation and farm price supports, 
rose sharply in 1949 under the impact of recessionary tend- 
encies; (4) other major expenditure commitments, particularly 
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for veterans’ programs and foreign aid, reach a peak in 1949 
or 1950 and will decline thereafter. One major item for 1950, 
the national service life insurance dividend, of which 2.6 
billion dollars will be paid in that year, will not recur in that 
amount. 

An examination of these causes for the deficit reveals certain 
trends which would be reversed in a growing economy. Along 
with the effect which a continuation of the current upward 
movement of the economy would have in reducing certain ex- 
penditures, it would also have an effect in increasing Federal 
revenues. This report has already discussed the secular growth 
of the economy since 1890, and long-range policies, especially 
fiscal policy, should take into account the probability that 
over the next few years this secular trend will continue at a 
rate slightly increased on account of the very large new capital 
investment of recent vears plus the extraordinary technical im- 
provements of the war and postwar periods. An increase. in 
gross national product at the rate of approximately 3 per cent 
a year would raise the annual product by 1954 to 300 to 310 
billion dollars, contrasted with the 1949 level of 259 billion. 
The exact effect of this increase upon Federal revenues will 
depend upon the distribution of national income among the 
several groups of recipients. The effect upon the budgetary 
situation will also depend on the rate of expenditures. 
Expenditure policy 

The prime purpose of Federal expenditure is to furnish 
those services which cannot be provided effectively in any 
other way, and which are necessary to our national security, 
welfare, and progress. Examination of the Federal Budget 
indicates that outlays are reasonable by this test. Outlays 
for national defense and international affairs are higher than 
they would be in a more peaceful world, but the fact must be 
accepted that their present level is determined by security 
reasons. Growing international stability will permit a pro- 
gressive decline in these types of outlays. The proposed in- 
creases in social insurance programs and in other welfare and 
development programs reflect recognized needs and conform 
to the clearly expressed purpose of the people. 

The level of current and proposed public outlays will not 
impose an undue inflationary strain upon the economy as a 
whole. Our economy is now functioning at high levels, but 
considerably below maximum employment and production or 
full utilization of its resources, and in the Council’s judgment 
there is no presently foreseeable prospect that a renewal of 
general inflation will require that Government programs be 
cut below essential requirements. On the other hand, we 
do not now believe that current and proposed Government 
programs should be expanded above their contemplated 
rate merely in order to take up the slack in employment. 
We should instead rely upon the recuperative forces now 
at work. 

There is no previous experience with an economy of the 
size that ours has now reached, from which there may be 
drawn any firm rule as to the proportion of the national in- 
come which may safely in the long run be channeled back 
into the economic stream through the Government. But the 
Council’s whole approach focuses upon the objective of eco- 
nomic expansion through the enlarging activity of consumers 
and of business, and this means that Federal expenditures 
should be held as low as the requirements of programs es- 
sential to national growth and welfare will permit. 

Because so large a proportion of present Government pro- 
grams is devoted to purposes which, while essential to na- 
tional security and world political stability, make little direct 
contribution to increased standards of living, we wish to em- 
phasize the desirability of working toward lower levels of 
expenditures as rapidly as international conditions permit. 
We also wish to emphasize the importance of constant vigi- 
lance against the dangers of waste and inefficiency every- 
where and at all times. Measures of economy, however, must 
not be so distorted in application as to involve the sacrifice of 
essential objectives. 
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For this reason, we have expressed the hope that world 
conditions will make it possible to make a steady reduction 
in national security and other extraordinary expenditures ye. 
lated to the international situation, for it is here and in ye. 
lated activities arising from the war that there lies the great. 
est opportunity for future reduction in the Federal! budget, 
Tax policy 

Current and prospective tax policy should be considered 
in the light of the foregoing discussion. 

While general reduction in personal or corporate income 
taxes always has some stimulating effect upon business and 
consumption, such reduction at this time would enlarge the 
deficit, and would be justified only if found necessary to 
fortify business against a serious recessionary threat. At mid. 
year 1949, in the face of a far more unfavorable business 
situation than now exists, the Council did not favor general 
tax reductions. The upturn since then makes them cven less 
desirable in the present budgetary situation. Analysis earliey 
in this report indicates that there is no general lack of funds 
for business enterprise, and that the main influence which 
should be relied upon to accelerate business advance resides 
in adjustments within the price-income structure which will 
promote an increasing demand for the products which busi- 
ness produces. In spite of existing problems in some areas, 
business investment in general can go ahead on a suificiently 
large scale under the current tax structure, if business man- 
agers grasp fully the prospects offered to them by the expan- 
sive quality of the economy. 

Balancing the budget hy attaining a surplus in periods of 
high business activity to offset deficits which might appea 
under less favorable conditions is, in our opinion, an impor 
tant policy. Further, the national debt should be reduced, 
Business continued throughout 1949 at a reasonably prosper- 
ous level despite recessionary tendencies. Now that business 
is advancing again, we are sharply challenged to apply the 
principle of budget balancing. We cannot avoid answering 
the question: If a balanced budget is ever to be attained, why 
not at once at the current level of the economy? 

Our answer is that the economy is indeed strong. We also 
feel that it was unfortunate that tax rates were reduced in 
1948, and that if the higher rates had remained in effect they 
would not be such a burden that business recovery would not 
continue. But the tax rates were reduced, countless personal 
and business relationships are now based upon the lower rates. 
and, if taxes were now raised sufficiently to attain an immedi- 
ate budget balance, the process itself would involve disturb- 
ing maladjustments. The real questions is this: to what extent 
may there be some tax increases at this stage of business recov- 
ery without impeding business progress enough to defeat the 
purpose of the tax program? 

It is important that action be taken to reduce the deficit, 
and to move as rapidly as the need to maintain business prog- 
ress will permit toward attaining a surplus to apply upon the 
Government debt. For this purpose, some increases in taxes 
may be made, without threatening the recovery of business 
now under way. The revision of some taxes should be sufl- 
cient to achieve a net increase in revenue, even while making 
certain other adjustments in taxes to improve the equity o 
the structure and to provide some stimulus to business invest- 
ment and consumer buying. 

There is urgent necessity that a review of the whole tat 
structure be completed at the earliest possible date, toward the 
end of initiating long-range improvements as soon as com- 
pelling short-range problems are disposed of. 


FARM POLICY 
Recent trends in agriculture present one of the most dra- 
matic illustrations of the expanding consumption capacity of a 
growing economy. In the years immediately before the wat, 
there were farm “surpluses”; in the postwar years, with farm 
output 35 per cent above the prewar levels, there were shott- 
ages, Exports played an important part in this amazing shift. 
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Even with a large increase in food exports since prewar years, the 
| expansion of over 3 in food production has raised domestic food 
| supplies almost 30 percent, enough to provide 10 percent more 
food per capita to a population 15 percent greoter than before the war. 
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but the central cause was rising standards of living at 
hme. The paramount fact about the agricultural situation 
today is that we shall need more total output—and not less— 
if we are to achieve a 300-billion-dollar economy within a 
few years. 

The farm program must give increasing attention to the 
maintenance and enlargement of markets for agricultural 
products. We must give greater emphasis to improvements 
in the marketing and distribution of these products, including 
nutritional education and special measures to improve the diets 
of school children and low-income families. We must also co- 
operate closely with other nations in developing satisfactory 
techniques for maintaining a continuing flow of farm products 
into international trade without demoralizing world markets. 
The World Wheat Agreement is one example of what can be 
done along this line. But it is only a beginning. Our Govern- 
ment has recently expressed the purpose to continue to explore 
fully with other producing and consuming nations any feasible 
way of making better use of the world’s supplies of food and 
fiber, to help stabilize world prices, and to improve world 
standards of nutrition. 

The expansion of farm output above prewar levels has been 
accomplished with only a minor enlargement of cropland, and 
with a substantial reduction in the number of farm workers. 
It reflects in part more favorable weather. But it has resulted 
chiefly from widespread application of new technology. This 
has included new and improved machines; new varieties of 
crops and improved breeding of livestock; the more advan- 
tageous use of fertilizers and lime; the better control of pests 
and diseases; and the development of new systems of farming 
to apply these new techniques toward more efficient produc- 
tion and more conservative use of soil and water resources. 
With a growing national income in real terms, consump- 
tion has grown along with production. For the 3 years 1945- 
47, per capita consumption of food averaged 16 per cent 
above the period 1935-39, and population was larger. The 
quality and composition of diet have vastly improved. Meats 
and dairy products, fresh fruits and vegetables have found 
their way to more and more tables. The per capita consump- 
tion of eggs rose from less than 300 per year before the war 
to nearly 400 in 1945. Since 1946, per capita food consump- 
tion has been cut back from 119 per cent to 110 per cent of 
the prewar level. Some of this resulted from changes in the 
income structure relative to prices. But another important 
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factor was the imbalance of production among different com- 
modities, relative to the wants and needs of consumers. This 
was caused partly by short feed supplies in 1947-48. People 
would have continued to buy larger quantities of meat and 
milk if these products had been available. 

A fully producing agricultural plant in the years ahead 
would not result ia production increases as rapid as those 
which have occurred in recent years. The new technology has 
already made itself felt. But an economy moving toward the 
over-all growth objectives which have been outlined for the 
next few years would require an increase of 1 to 1% per cent 
a year in total farm output. This increase is feasible, and can 
be absorbed by an economy functioning at maximum employ- 
ment. Domestic disappearance 5 years ahead, in comparison 
with the past 2 years, might be expected to increase 25 to 30 
per cent for fruit; 15 to 20 per cent for dairy products; and 
10 to 15 per cent for meat, vegetables, and food fats. Tobacco 
consumption would probably continue to rise. Domestic 
utilization of cotton and wool should be much higher than in 
1949. The use of food grains and potatoes may continue 
about stable, at least in terms of total food use. 

The level of per capita food consumption involved in these 
estimates would be about 5 per cent above the present level— 
still a little below the wartime peak, but 17 per cent above the 
average for 1935-39. Even these estimates take into account 
the inadequacy of purchasing power which serves as a barrier 
to adequate nutrition for many families. Raising such families 
to an adequate dietary level would require increasing the 
supplies of meat and dairy products another 5 per cent, and 
of poultry products, fruits and vegetables in smaller propor- 
tions. Such supplementary consumption would raise the per 
capita level to about 20 per cent above prewar. With a 20 per 
cent larger population, this would mean within a few years 
total domestic food disappearance about 45 per cent above 
the average during the immediate prewar years. In addition, 
substantial possibilities for increased consumption of farm 
products are being revealed by research to develop and 
demonstrate new uses for them in industry. 

The necessities of war, and trends in the immediate postwar 
period, have driven our farm production into a pattern which 
is unsuited to the requirements of the future. The acreage de- 
voted to wheat and cotton is higher than necessary to fill 
prospective domestic and foreign requirements. Production 
of milk, meat, fruits and vegetables should be substantially 
expanded, if diets are to be improved and the objective of a 
300-billion-dollar economy realized. Some temporary curtail- 
ment of feed-grain production may be desirable until livestock 
production catches up. These shifts are in line not only with 
the requirements for consumption, but also with the require- 
ments for conservation. A substantial part of the acreage 
plowed for wheat in recent vears should be returned to sod; a 
good deal of land in the cotton South has been used too 
intensively and should be turned into pasture or farmed 
under more conservative systems of rotation. In general, 
the shift of land from tilled crops to pasture and forage for 
livestock will help maintain the soil for the use of future 
generations. 

The speed and efficiency with which wartime shifts in pro- 
duction were accomplished show that the Nation can certainly 
devise the methods for desirable peacetime shifts. But the 
commodity goals and market supports, which sufficed when 
more of everything was needed, are not adequate to the more 
complex task of combining expansion in some areas with 
moderate or drastic contraction in others. New methods are 
needed for new times. 

The present price-support legislation offers the most definite 
assurance with respect to returns from the basic cash crops, 
somewhat weaker assurance for dairy products, and no certain 
assurance at all to other livestock enterprises except wool. 
Relatively more emphasis in price-support legislation should 
be placed upon livestock items if a positive, forward-looking 
farm program is to be developed. 
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Needed adjustments in production and consumption will re- 
quire important changes in land use. Not only are these 
changes necessary in order to avoid persistent surpluses and to 
obtain a better balance of agricultural output in line with 
the demands potential in a growing full-employment economy; 
they are also needed to bring about better conservation of our 
soil resources. And in most instances they should, in the long 
run, prove more profitable for farmers themselves. Major 
reliance in bringing about adjustments must therefore be 
placed, not on price support-alone, but also upon gearing to- 
gether research and education, conservation payments and 
technical aids, and farm credit, in an aggressive program to 
encourage and enable farmers to make the shifts in land use 
that are desired. 

A primary purpose of farm price supports is to achieve 
parity of income for agriculture. The need for support from 
this standpoint, however, chiefly arises out of recessionary 
economic developments originating outside agriculture. Farm 
support programs are essentially supplementary. Their benefits 
are secondary, compared with the benefits flowing from a 
prosperous and growing economy. A prosperous and growing 
economy would not only expand the market demand of con- 
sumers, but would also make possible effective programs for 
improving nutrition, expanding distribution, and developing 
new uses, in which there lie wide opportunities for a desirable 
expansion of consumption of farm products. 

At the same time, a properly designed farm support pro- 
gram can contribute toward overcoming recessionary develop- 
ments and maintaining the kind of economy in which these 
opportunities may be realized. It can do this by helping to 
maintain purchasing power in the rural areas of the economy, 
particularly in those areas which are the temporary victims 
of maladjustments like those with which many farmers are 
now faced. 

A proper adjustment of the support program from this 
standpoint involves, as previously indicated, a structure of 
supports which will help to encourage the basic shifts needed 
in production, rather than to perpetuate maladjustments. It 
involves also the provision of greater variety in the methods of 
support. It has been possible for the Government to maintain 
prices through purchases or loans which enable farmers to 
hold supplies off the market. But such operations involve 
many difficulties of storage and disposal, especially of live- 
stock products and other perishables. 

The desirable alternative method of supporting farm re- 
turns from livestock and other perishables involves payments 
to farmers when market prices fall below desired levels. This 
method has important economic advantages. By permitting 
market prices of foods or other farm products to be deter- 
mined by normal demand factors when supplies are abundant, 
it passes on to consumers the benefits of such abundance and 
gets larger amounts moved into consumption. Support of 
market prices, on the other hand, impedes this desirable con- 
sumption response. In addition, market-price support main- 
tains an upward pressure on p.ices at numerous points in the 
economy, where costs of production of other goods are di- 
rectly or indirectly affected by the prices of farm products. 
The reductions in prices which become possible where pay- 
ments are used relieve such upward pressures and permit 
readjustments which may tend, over a period of time, to bring 
about more stable price relationships and hence to reduce the 
cost and the difficulty of the support program itself. 

Either direct supports or payments may prove costly in cer- 
tain periods, and may need to be supplemented by programs 
to hold down the production or marketings of commodities 
that are in surplus. But it is important to recognize that such 
restrictive measures, though they may be temporarily effective, 
are no substitute for a positive adjustment program to bring 
about enduring shifts that are needed in production. So long 
as there are too many farmers engaged in the wrong kind of 
production, the pursuit of parity of income for agriculture will 
not provide a complete solution. But if accompanied with 
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measures to adjust agricultural production to the needs of 
growing economy, the objective of income parity for agricul. 
ture means a better balance throughout our whole national 
economy. It means protection of a vital sector of the economy 
against the extraordinary fluctuations in income which haye 
peculiarly affected it in the past; and it means a more stable 
and expanding demand in rural communities for the prod. 
ucts of industry. 

In the final analysis, programs to reach and maintain parity 
of income for agriculture will not fully meet the objective of 
adequate farm purchasing power unless they include a direct 
attack upon the special problem of low-income farmers, Jp 
1948, the per capita income of the farm population was esti- 
mated at $905, compared with $1,572 for nonfarm people, 
During the same year, one-fourth of our 6.7 million fam 
families received cash incomes of less than $1,000. Although 
this figure omits the value of nonmoney income from home 
production, it nonetheless indicates the plight of these families, 
and their low position in the market for commercial goods 
and services. While not all of the low-income people on 
farms are farmers in a strict occupational sense, there were 
in 1945 nearly 1 million small holdings whose operators ap- 
parently derived their main income from the farm. In addi- 
tion, more than 1% million small family farms turned out 
products valued annually at between $1,200 and $3,000. 
These two groups accounted for more than 44 per cent of the 
farms reported, and nearly 43 per cent of the population 
on farms. 

Many of these farmers, having little to sell, receive little 
benefit from price-support programs. In addition, there are 
some 4,000,000 hired farm workers, whose average wages, 
including perquisites, are substantially below the levels of 
most urban employment. 

A frontal attack upon farm poverty involves many meas- 
ures. It should include increased emphasis upon the provision 
of credit and other aids to small farmers in enlarging, improv- 
ing, and equipping their farms. This program should be tied 
in closely with production adjustment measures, with .soil 
conservation activities, and with management advice and 
guidance. For families whose best opportunities lie outside 
farming, stress should be placed upon vocational adjustment, 
help in locating new jobs, and financial aid during their pe- 
riod of training and relocation. These undertakings would be 
facilitated if nonfarm employment opportunities in rural areas 
were expanded through regional development and rural in- 
dustrialization activities. 

Foremost among those programs which will be of general 
benefit to farmers, particularly those of low income, will be 
further improvements in education. The consolidation and 
improvement of rural schools would broaden the opportunities 
for vocational training. Measures to improve health and hous- 
ing in rural areas, and to extend to rural people a fuller par- 
ticipation in our social security programs, are of comparable 
importance. 

The advancement of a prosperous and secure agriculture, 
measuring up to the requirements and benefiting by the rich- 
ness of an economy functioning at maximum levels of em- 
ployment and production, is one of our major economic tasks. 
That task calls for all the resources of thought and of ma 
terial things that can be made available. The time to move 
resolutely in that direction is now. 


DEVELOPMENT OF PHYSICAL AND HUMAN RESOURCES 

Economic growth depends on what people do with land, 
water, minerals, transport, and plant and machinery. What 
they can do in turn is measured by the care with which they 
have conserved and utilized their physical resources. It rests 
equally upon general health standards, and upon the level 
and kind of education they have. Increases in our total national 
production to more than 300 billion dollars in 1954, and mait- 
tenance of a 2 to 2% per cent annual rate of increase in pro 
ductivity over the next few years, would require expande 
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and improved developmental programs in the two broad areas 
of physical and human resources. 

To attain the prosperous economy which is within our 
reach, plans relating to natural resources development, trans- 

rtation, urban development, education, and health must be 
correlated. In nearly every one of these areas, construction 
and nonconstruction or service activities are interrelated. Soil- 
conservation techniques are useless unless farmers have an 
appreciation of their value and an understanding of how to 
yse them. New schools and hospitals are of little consequence 
without trained staff personnel. Developmental and works pro- 
grams, such as land reclamation, hydroelectric power develop- 
ment, intercity and interregional highways, and better housing, 
hospitals, and schools, should be viewed in long-range per- 
gective in terms of socially desirable and economically feas- 
ible standards. 

It is highly significant that achievement of the balanced 
economic growth envisaged earlier in this report requires a 
level of expenditure or the foregoing development activities 
rising at least about 20 per cent above that of 1949 within five 
years. This increase is about the same as the potential increase 
in total output projected for that period of years, but is less 
than half the rate of growth which would be desirable if other 
elements in the budget were not so extraordinarily large. As 
economic objectives become better defined, the magnitude of 
these programs should be reviewed continuously to assure 
their maintenance at adequate levels. The discrepancy be- 
tween the minimum and desirable levels of growth illustrates 
that, with present budget commitments for national security, 
progress in these programs must of necessity be limited. On 
the other hand, an insufficient allowance for the development 
of our natural and human resources would do irreparable 
damage, and would impair our ability to produce for peace or 
defense. 

Physical resources 

The importance of the development of our natural resources 
in the economic progress of our country has been so well 
known that the “Winning of the West” has been a favorite 
and romantic theme in the school histories of American chil- 
dren. Our pride in the ability, intelligence, and industry of 
our forefathers has not concealed from us the fact that the 
speed of economic growth has been possible because the 
human forces of production were applied to a bountiful supply 
of undeveloped natural resources. 

The primitive stage in which the individual could create his 
own field of work and production lasted a long time. As late as 
the close of the nineteenth century, the single enterpriser was 
setting up his mill and waterwheel, the farmer was establishing 
himself on a productive homestead, the prospector was hunt- 
ing unknown ledges, and the wildcatter was drilling shallow 
wells for oil or gas. Even the numerous projects for the exploi- 
tation of natural resources, which were beyond the financial 
capacity of such individuals, were generally small enough to 
be supported by capital supplied by a few persons, often by 
asingle capitalist backer of the entrepreneur. 

The twentieth century has seen the continuous replacement 
of individual enterprise by large corporate enterprise in the 
development of natural resources. The simple prospects have 
been exploited, and the opportunities have been increasingly 
in projects requiring large capital. The place of small business 
has grown progressively smaller in an industrial environment 
of 500,000-dollar oil wells, 10-million-dollar ore treating 
plants, 50-million-dollar hydroelectric stations, and timber fac- 
tories which reproduce as well as cut down the forests. And 
even while large corporate enterprise has expanded its opera- 
tions in the development of natural resources in the past 50 
years, it has become increasingly clear that some projects 
Which must be undertaken in an adequate program are beyond 
the field of private enterprise. Only the Government can meet 
the problems of high cost and of exceedingly long periods of 
amortization of investment which are usually combined in 
these undertakings. 
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This historical trend is well illustrated by our unfolding poli- 
cies and programs in the field of land reclamation by irriga- 
tion. One of the first actions by the Federal Government in 
this direction was the passage of the Reclamation Act in 1902. 
Irrigation development began with the one-field ditch, be- 
came a neighborhood group project, and then moved into the 
stage of corporate operations, which the Government assisted 
where public lands were involved by furnishing free reservoir 
sites and free rights-of-way for canals, and by restricting land 
acquisition to persons buying water rights. 

The Reclamation Act was passed because these aids were 
not adequate to enable private capital to construct the larger 
and more expensive projects which would extend the limits 
of irrigation beyond the narrow zones near the streams and 
would establish a water supply, despite the earlier over- 
appropriation of the natural flow of a river, by constructing 
great reservoirs. In the beginning, the moving idea was that 
the Government could easily finance a project which a cor- 
poration would find had little chance of attracting private in- 
vestors, and that the Government could extend very long 
credit to the buyers of water rights. Much later, there came 
Congressional recognition that the establishment of a prosper- 
ous, growing community, for so many of which the reclama- 
tion programs have been responsible, brings great benefits to 
the state, not only in an increase in its general well-being, but 
also in direct financial gains affecting its revenue. The private 
corporation cannot realize such benefits. The Federal Govern- 
ment does secure them, and it may take them into account in 
determining whether to undertake a project the cost of which 
will be recovered only in part from those directly served. 

Great opportunities still lie before private capital fer the 
further development of natural resources, and Federal legis- 
lation is specifically directed, in many respects, to assisting 
private enterprise engaged in such projects. But the ability of 
the Nation to benefit as greatly from our natural resources in 
coming years as in the past depends also upon enormous un- 
dertakings which private capital cannot attempt. We have 
made a beginning of Government projects, especially in the 
Tennessee and other river valleys, and other possibilities are 
so many that they surpass the possible limit of Federal ex- 
penditure. Appropriations must be allocated between re- 
sources development and other Government purposes, and 
between projects affecting natural resources and those affect- 
ing human resources. Some of the factors which should 
influence the decisions are indicated in the following 
discussion. 

Programs for the conservation and development of natural 
resources need to be expanded at a rate somewhat greater than 
the secular growth of the economy. The public expenditures 
involved are investments which result in the production of 
goods and specific services indispensable to economic growth, 
nationally and regionally. They make available for the benefit 
of all the potentials which exist in our regions. For example, 
if the well-established trend of increasing use of electricity is 
to continue, the production of low-cost electrical energy will 
have to expand more rapidly than the increase in national 
product. River basin development programs can account for 
a considerable portion of the 6,000,000 kilowatts of additional 
power capacity needed annually for some time jnto the fu- 
ture. In the West, these programs contribute to meeting needs 
imposed by great population increases. In the more mature 
area of northern New York State and New England, the eco- 
nomic prospects can be improved by making available the 
low-cost power potential in the St. Lawrence Seaway and 
power project. By the time the Seaway can be completed, we 
may be heavily dependent upon imported ore to keep our 
steel industry operating at capacity. For reasons of national 
security as well as economic development, the Seaway is an 
urgently needed link between the inland centers of our iron 
and steel industry and foreign sources of ore. 

We should speed up the gathering of geologic, topographic, 
hydrologic, and other basic data upon which so many re- 
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sources development projects rest. Forest resource and soil 
surveys should also be pushed vigorously. 

Continued emphasis on the synthetic liquid fuels program 
and the underground coal gasification programs are desir- 
able as a part of the Government’s long-range effort to de- 
velop new techniques and alternative sources of supply in the 
interest of conservation of diminishing resources. Exploration 
for scarce minerals should also be encouraged. 

About one-fourth of our cropland is being damaged at a 
rapid rate, while another 25 per cent is deteriorating, although 
at a less serious rate. These lands should be placed under 
good management as soon as possible, while farmers generally 
need to give increased attention to soil-conserving techniques. 
Soil conservation and improvement work is not being done 
rapidly enough, nor upon a scale broad enough to protect the 
soil. About one-half of the Western grazing lands are in poor 
condition and call for immediate attention such as seeding, 
fencing, provision of stock water, and control of noxious 
plants. More than 100,000,000 acres of public range need 
restorative work. Large tracts of marginal wheatland, for 
which adequate rainfall cannot be counted upon, should be 
returned to range. 

A flexible long-term forest development program should 
aim to build up the annuai growth of saw-size timber to about 
double the present rate. This would allow for potential needs 
in a prosperous, expanding economy. Cutting and forestry 
practices on almost two-thirds of our private forest land are 
detrimental to future growth. 

We have standards permitting measurement of our present 
deficiency in highways. A good highway costs less all around 
than a poor highway, because of increased safety and savings 
in wear and tear on cars and tires. More than half our major 
highways were built in the 1920s or early 1930s, and have 
already served the major part of their useful lives. It would 
cost more to maintain them over the next decade than to re- 
place them; so our choice is between building good roads and 
riding on them, or losing the price of good roads by riding on 
poor ones. Out of a needed expenditure for highways of 
about 4 billion dollars a year over the next decade, approxi- 
mately one-half should be for replacement. 

The atom represents a new resource of almost limitless op- 
portunities, the development of which we have scarcely begun. 
Through use of radioactive atoms, we are pushing back the 
boundaries of hitherto unknown mysteries of human life and 
plant growth, and we are gaining new knowledge that has al- 
ready improved industrial processes in textiles, chemicals, and 
metals. In addition to gains in medicine, agriculture, and 
other fields, radioactive atoms are leading the way toward 
new and better industr:al products, better assurance of profit- 
able business operations, and higher standards of productivity 
accompanied by higher returns to labor and management. 
Construction has begun on several experimental atomic energy 
power plants, which may prove to be the forerunners of a new 
age in the application of electric power. The precise economic 
significance of these developments can now be seen only 
dimly, but it cannot be doubted that they will exert an increas- 
ing force in the growth of the American economy and in its 
several regions. 

Human resources 

We shall fail to realize the potentials of our physical re- 
sources, unless we remember always that it is people who 
translate these potentials into actual goods and services. Ever- 
advancing health and educational programs should be recog- 
nized as the necessary foundation for the improved tech- 
nology and social organization upon which economic growth 
depends. These developmental programs include construction 
of schools, hospitals, and other facilities, as well as educa- 
tional and health services. 

The need for improved educational opportunities is per- 
sistent. The more urgent problem is the enlargement of staff 
and facilities required by the postwar growth in the juvenile 
population. Five years from now elementary school enroll- 
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ment will be 30 per cent above the present level. A similar 
expansion of secondary school enrollment will follow. Suffer. 
ing as we now do from the overcrowded classrooms and the 
overburdened teachers which are the nation-wide rule, we 
should add approximately one-third to our elementary school 
plant capacity within a few years, replace an additional third, 
and increase the number of elementary teachers more than 
correspondingly. We shall have to expand secondary school 
facilities, but not so rapidly. Another serious problem is found 
in the current inability of a large proportion of our most 
capable youth to obtain the post-high school education neces- 
sary to full realization of their economic and cultural capacity, 
Additional thousands of doctors and nurses should be pro- 
fessionally trained each year, as an essential part of improved 
health programs. 

The disparity of financial resources among the States of 
the Union is such that the States with the greatest proportion 
of children of school age are generally lagging in their provi- 
sion for elementary and secondary education, although they 
devote a larger part of the income of their people to this pur- 
pose than do many wealthier States with much better educa- 
tional facilities. It is now widely recognized that Federal aid 
is required, to support enlarged educational programs which 
will meet the problems of hard pressed areas, and which in 
addition will expedite the provision of wider opportunities 
for higher education generally as well as the professional 
training of doctors and nurses throughout the country. 

The need for greatly improved health services and facilities 
is also a matter of common agreement. The economic costs of 
preventable illness, of reduced physical and mental capaci- 
ties, and of premature aging are such that public expenditures 
in improved health are as much sound economic investments 
as they are a major contribution to individual well-being. 

To meet desirable standards, the Nation should double its 
present acceptable hospital facilities by 1960. This would 
mean more than 900,000 additional hospital beds. Public 
health service units should be made available in the more than 
1,000 counties which now do not have them on a full-time 
basis, and services in many existing units should be strength- 
ened. Improved access to competent medical attention should 
be provided for the millions who are now without it. Voca- 
tional rehabilitation and medical research activities need ex- 
pansion. Federal aid is essential to the achievement of these 
standards in many areas of the Nation, as well as for expanded 
training of medical and public health personnel. 

The timing of developmental programs 

Critical problems arise with respect to the flexibility and 
timing of these programs. How much variation from year to 
year might be desirable and feasible in these programs, in 
order to contribute in some measure to the stability of the 
general economy? Even more troublesome has been the prob- 
lem of the extent to which these programs may be shaped to 
the varying needs of different parts of the country. 

The Council believes that these programs for the develop- 
ment of basic physical and human resources should be pri- 
marily along lines of long-range steady growth. By this ap- 
proach, it should be feasible to arrive at determinations, partly 
but not purely economic in character, as to what part of the 
resources of a growing economy should be allocated to these 
fundamental objectives. This should contribute more to the 
stability of the general economy than the treatment of these 
programs mainly as compensatory devices. The economic 
outlook now—with neither inflation nor deflation clearly in 
prospect—presents as good a time as any to develop these 
programs systematically and in close accord with the long- 
range needs of the country. The Council believes that this is 
the sounder approach, not only from the viewpoint of general 
economic policy, but also from the viewpoint of the sound 
management of the Federal budget. 

Economic trouble spots 

Despite the high levels of employment throughout the Na- 

tion, there are some areas with quite heavy unemployment, 
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and with far less than maximum levels of production and busi- 
ness activity. This presents a challenge because there cannot 
be maximum employment and production throughout the 

Nation so long as some areas are relatively depressed; and 
there is always danger that economic dislocations in spot areas 
may spread if they are not remedied. 

For more than a year, there has been a noticeable concen- 
tation of unemployment and distress in particular areas. Ac- 
wording to the end-of-December reports, 12 of 100 labor 
market areas of major importance had an estimated 12 per 
cent or more of their labor force unemployed. In addition, 
this percentage is known to have prevailed in numerous 
maller labor market areas, 

At midyear 1949, a program was initiated to provide aid to 
these trouble spots through modification, within the limitations 
of existing laws, of procedures governing Federal procurement, 
construction, and lending operations. Action along these lines 
should be continued. However, the more persistent and funda- 
mental aspect of the problem is the long-term or chronic 
unemployment so prevalent in many distressed areas. It 
should be recognized that some New England textile areas, 
the cut-over section in the Northern Lakes States, and various 
coal mining districts in Pennsylvania, Illinois, and Indiana, 
have been in difficulty for 20 years or longer. This calls for 
even more determined efforts, broader in scope and longer- 
range in character. 

The search for solutions to these area problems is the joint 
responsibility of Federal, State, and local governments, work- 
ing with the private groups concerned. Integrated programs 
of action need to be worked out to meet the unique situation 
ineach depressed area. The possibilities of more vigorous re- 
training, lending, and capital development activities, should 
be examined. These actions should contribute to permanent 
solutions, and not only alleviate current difficulties. 

Advance planning and program flexibility 

Advance planning of developmenti.l programs is necessary, 
if they are to be directed more fully toward long-range eco- 
nomic objectives for the Nation as a whole and for specific 
regions. In addition, such advance planning will make such 
programs more effective in some of the economic trouble spots 
which exist even in times of general prosperity. And if, de- 
spite all efforts, a dangerously inflationary or deflationary situ- 
ation should develop, advance planning will make it easier to 
adjust developmental programs accordingly without loss of 
time or waste of funds. Such planning would not be incon- 
sistent with a decision to defer projects in periods of threat- 
ening inflation, and it would assist their acceleration if that 
should become necessary to halt serious deflation. 

Table 16 summarizes the present status of advance con- 
struction planning for such projects as highways, various 
community facilities, and dams and other stream improve- 
ments, 

At the present time, State and local backlogs of drawings 
and specifications do not exceed 3 billion dollars. This is less 
than 6 months’ work at the level which should be maintained 
over the next few years. The Congress has renewed authority 
for the Federal Government to aid State and local govern- 
ments in building up their shelves of construction plans, and 
this work should be pushed vigorously. 

One major weakness is in the broad field of river basin de- 
velopment. Existing programs, several involving hundreds of 
millions of dollars, lack consistency and balance. In most of 
our major river valleys, we do not now have satisfactory 
means for preparing and agreeing upon integrated programs 
of development, including watershed land development as 
well as construction along the stream. Thorough re-examina- 
tion of the problems and presently authorized programs in a 
number of our major river basins would be desirable. This is 
especially true of the Missouri Basin. In addition, there should 
be continuing efforts to improve policies and methods of pro- 
gram formulation, to assure that objectives for river basin de- 
velopment are consistent with our national economic goals. 
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Table 16.—Status of plans for a public works reserve 


(Billions of dollars) 


Estimate of 
construction 


Blueprints 
on hand, 


Blueprints 


Item in 1950 Dec. 31, 1949 in process 
State and local’ 4.1 3.0 3.0 
Federal 1.9 1.5 3.0 
Total 6.0 4.5 6.0 


‘ Based on data provided by the General Services Administration. 


The preparation of advance plans requires consideration of 
the suitability of various programs for possible acceleration, 
both Nation-wide and in specific areas. Examples of projects 
and programs which are susceptibie to prompt expansion in- 
clude improvements in city streets, sewer- and water-line ex- 
tension, school building additions, and maintenance and 
repair of public buildings. Nonconstruction programs, includ- 
ing research, recreation, and public health services, are also 
susceptible to flexible expansion. In rural areas, soil, range, 
and forest conservation work are examples of the more flexible 
type of development programs. Public housing, hospital, and 
major highway construction requires more time to get under 
way, but is still available within limits. Federal technical as- 
sistence for State and local planning of nonconstruction as 
well as construction projects, would go far toward making 
sure that such assistance as the Congress might make avail- 
able in time of need would be fitted in with carefully con- 
sidered long-term needs and opportunities, nationally and in 
special areas. 

Successful advance planning of developmental and works 
programs requires continuous efforts te coordinate the plan- 
ning activities of the Federal agencies concerned. Further- 
more, it may well be desirable to provide for a greater degree 
of discretionary authority over the timing and_ placing of 
public development expenditures, as an aid in stabilizing the 
economy nationally and in particular areas. This subject is 
being studied by the Council. 


SOCIAL SECURITY 


In the 250-billion-dollar economy of today, the social se- 
curity programs are still adjusted largely to the 70-billion-dol- 
lar economy of 1935—the year when the Social Security Act 
was adopted. The interests of the Nation require that these 
programs now make an about-face and, instead of looking 
backward, look forward to the 300-billion-dollar economy 
that we can achieve within a few years and to the still larger 
economy which should exist by the time that most of those 
who are now working reach retirement age. 

In its Annual Report to the President published last month, 
the Council pointed out that social security programs should 
be measured primarily against what a strong economy can 
afford to do. Workers are more productive when they live in 
the assurance of protection against foreseeable hazards. rather 
than in dread of their incapacity to cope with them. Social 
security programs also serve to cushion the effects of recession- 
ary trends whenever these may appear, because old-age pay- 
ments constitute a steady fow of income, and because unem- 
ployment insurance benefits and assistance payments rise as 
other forms of income decline. 

Unemployment insurance 

Unemployment benefits are now replacing an average of 
only about 35 per cent of the wage lIcss of covered workers, 
and the limitations on coverage and duration greatly reduce 
their total effectiveness. In November, 1949, public unem- 
plovment benefits were being received by about two-thirds of 
laid-off workers, and represented compensation for only 20 to 
25 per cent of the Nation’s total wage loss due to unemploy- 
ment. In some of the areas with severe and long-continued 
unemployment, only about one-third of the laid-off workers 
were receiving benefits at the end of 1949. 

The need for strengthening the’ Federal-State unemploy- 
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ment insurance system through the establishment of minimum 
Federal standards is urgent. Benefits should replace at least 
50 per cent of the wage loss due to unemployment up to a 
maximum of $30 a week for single workers, with additional 
amounts ranging up to a total of $42 for workers with three 
or more dependents. Coverage should be expanded to include 
employers with one or more employees; and benefits should 
be made payable for at least 26 weeks of unemployment. To 
guard against the danger that prolonged unemployment may 
strain the solvency of the trust funds of individual States, a 
Federal reinsurance system should be established. This would 
assure that no State is forced into disproportionate taxation 
which would further aggravate its economic problems. 
Old-age, survivorship, and disability protection 

The inadequacy of current systematic protection of the aged 
is set forth vividly in this single contrast: the Old-Age and 
Survivors Insurance system is now paying $26 a month to 
single workers and $41 to couples, at a time when a minimum 
food bill alone for a retired couple is about $45 a month. Fur- 
thermore, of 11.5 million persons in the country over 65 years 
of age, only about 2.3 million are receiving public insurance 
benefits. Only 650.000 families are recipients of survivors’ 
insurance benefits, and no social insurance protection is pro- 
vided for families whose wage earners are disabled for reasons 
not connected with their employment. 

The Old-Age and Survivors Insurance program should be 
enlarged to approach universal coverage, and the benefit level 
should be raised enough to permit the aged worker a real 
choice between retirement and continued work, and to provide 
widows and children and the disabled with a healthful stand- 
ard of living without dependence on public relief. 

Employer-employee pension plans may serve as a legitimate 
private supplementation to Government social insurance pro- 
grams. Too great a reliance on private plans, however, may 
interfere with desirable mobility of labor. Furthermore, pri- 
vate plans provide true protection only if accrued and current 
pension liabilities are fully reflected in trust fund accumula- 
tions. Only public and nearly-universal social insurance pro- 
grams can be financed in a manner adjusted to the overall 
needs of the economy. It is incumbent upon the Government 
to develop a sound and adequate social insurance structure 
which, with continuing improvements as the Nation’s pro- 
ductivity increases, can satisfy basic needs for individual se- 
curity. 

Health insurance 

The gap in social insurance resulting from our continued 
failure to provide a national system for the prepayment of the 
costs of medical care also creates hardship in many cases and 
is responsible for the fact that millions of Americans remain 
without adequate medical care. Health insurance, with the 
same nearly-universal coverage as Old Age, Survivors, and 
Disability Insurance would make an all-important contribu- 
tion to the Nation’s health, with resulting long-range bene- 
fits to productivity and income. 

Public assistance 

The inadequacies of the insurance system have thrown a 
disproportionate load upon the relief agencies, rublic as- 
sistance for the aged, the blind, and dependent children on a 
means-test basis has outstripped social insurance received as 
a matter of right, whether measured by level of benefits or by 
number of recipients. In a large number of communities, how- 
ever, only inadequate public funds are available for the needy 
individuals who do not fall into the special categories for 
which Federal aid is available. The public-assistance program 
should be bolstered by the extension of Federal grants-in-aid 
for needy families not now eligible under the Federal-State 
program. In the allocation of the public assistance grants, the 
differing financial abilities of the States should be taken into 
account. 

Social security costs 

The Council in its Annual Report to the President last month 

pointed out the distortion which results when the future cost 
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Table 17.—Estimated proportion of the aged population 
eligible for and receiving old-age insurance benefits, 
1950-1975 


Population aged 65 years and over 


Eligible for bene- 
fits upon retire- 


Retired and receiving 


a ie a 

nee Number oe Number a oe vm 

(millions; popula- (millions) popula- eligi 

oO ton 

1950 11.5 3.5 30 2.0 17 57 
1955 12.9 6.9 53 4.1 32 39 
1960 14.4 9.0 62 5.9 4] 66 
1965 15.8 LY. 70 rs 49 69 
1970 17.2 13.0 76 9.5 55 73 
1975 18.7 14.9 80 Le 60 75 


: Assumes prompt adoption ot administration program and inter. 
mediate population and labor force estimates. 
Source: Federal Security Agency, Social Security Administration, 


of old-age benefits is measured against the current size of the 
economy. For whatever method of financing may be en- 
ployed, the fact remains that the goods and services consumed 
by those who retire some decades hence will be provided by 
the economy of that time and not by the economy of today, — 

Table 17 illustrates, for the next quarter century, the 
probable growth of the total aged population and of the 
numbers eligible for and receiving retirement benefits un. 
der proposed legislation. The estimates are based on our 
belief that many aged individuals will not retire voluntar- 
ily in an economy with abundant job opportunities. Accord. 
ingly, the number of individuals receiving benefits is estimated 
to be well below the number eligible under the insurance 
system. 

Under the broadened social insurance coverage illustrated in 
table 17, and with the benefit levels proposed by the President, 
ranging up to a family maximum of 150 dollars a month, the 
total cost of old-age insurance would approach 8% billion 
dollars 25 years from now. Existing and presently proposed 
programs of insurance for survivors, the disabled and the u- 
employed, and for the payment of the costs of medical care, 
together with the public assistance programs of the Federal, 
State, and local governments, might require an additional 14 
to 16 billion dollars in benefit payménts. Thus the total costs 
of all presently recommended programs in the fields of social 
insurance and public assistance, including the costs of State 
and local governments, might range up to 25 billion dollars a 
quarter of a century from now, or 20 billion dollars above the 
current level. 

This is a very large figure. It should be viewed, however, 
in the light of the total national income and production which 
would flow from a growing economy. The rate of growth 
which would result from fairly constant maximum production 
and employment would mean a total national output of 500 
to 600 billion dollars 25 years from now, or in the range of 
300 billion dollars above the present level. The prospective 
increase of 20 billion dollars in social welfare costs would thus 
represent less than 7 per cent of the total increase in nation 
output. This would be only a moderate proportion of its in- 
creasing income for a prosperous democracy to devote to the 
aid of those least able to protect themselves against econom 
risks. Furthermore, these costs should not be regarded as et 
tirely new costs. Much of the expenditure would occur it 
the complete absence of social security, but its burden would 
then be distributed unevenly among relatives, friends, medical 
practitioners, and creditors. 


INTERNATIONAL ECONOMIC POLICIES 


For some time, the broad long-range purpose of America! 
international economic policies has been to expand _inter- 
national trade and investment, and thus to contribute to ou! 
own economic well-being and to peace and freedom throug 
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wit the world. The immediate postwar situation, which has 
forced us to adopt extraordinary programs of foreign grants, 
hould not divert us from this long-range purpose. Expanding 
ade and investment between the United States and other 
wuntries will aid world political stability and reduce the need 
or extraordinary grants. The problem is no longer a long- 
ange one of moving gradually toward a purely economic goal. 
itis an urgent problem of both security and economics. 

The problem arises from the intensity of foreign demand 
for our goods and services, which since the war has vastly 
exceeded what foreign countries could finance by selling goods 
ind services to us or by attracting private United States capital. 
The surplus of our exports over our imports of goods and serv- 
ices in the four postwar years 1946-49 has totaled 31 billion 
dollars, and even this amount was inadequate to meet foreign 
needs. This excess demand for American goods has been gen- 
eal, and by no means confined to Europe. About half of our 
aport surplus in the postwar period has been with countries 
other than those of Western Europe and their dependencies. 
In 1949, dollar deficits were a world problem. 

Two years ago, difficulties created by the war were re- 
garded as at the root of the payments problem. Although it 
was recognized that many specific factors were involved, some 
of which would be permanent, it was obvious that the im- 
mediate necessity was to expand production in foreign coun- 
tries above prewar levels and to eliminate their internal in- 
fationary pressures and the overvaluation of their currencies. 
Great progress has been made along these lines, but further 
steps are now necessary if the European countries are to be- 
come self-supporting at satisfactory standards of living, thus 
eliminating the need for further large extraordinary aid from 
the United States. 

The dollar problem 

The problem of overcoming the shortage of dollars with 
which to pay for American goods must be attacked from sev- 
eral directions. 

One method is to increase our total imports of goods and 
services, and total Western European exports. This was one 
of the principal objectives of the devaluation of the British 
pound sterling in September, 1949, which was followed by 
devaluation of many other currencies. It is too early to 
determine the effects of these devaluations, but certainly they 
alone will not provide an expansion of world trade sufficient 
to overcome the dollar shortage. 

We, as well as others, have barriers to imports which we 
have the power to remove or re7nce. With the maintenance 
of vigorous domestic demand. the value of our imports could 
be substantially increased in the coming vears with benefit to 
our standards of living and without injury to domestic indus- 
tries. Despite recent tariff reductions, imports are still ham- 
pered by tariffs which may safely be reduced by reciprocal 
trade agreements negotiated in the conferences to begin next 
September. Burdensome customs procedures should be modi- 
fied. Other legislative restrictions upon imports of goods and 
services should be limited or eliminated as far as practicable, 
except to the extent that they are required for our national 
security or other domestic objectives: and they should be 
made consistent with the proposed charter for the Interna- 
tional Trade Organization. This charter, which provides a 
code of rules and a mechanism for dealing with international 
trade problems, has been negotiated and placed before the 
Congress for approval. 

Important though these measures are, a solution which 
placed the entire burden upon increasing American imports 
between now and the end of the European Recovery Program 
would not be desirable from the point of view of foreign or 
domestic policy, even if it were feasible. The cutting off of 
our present net contribution to the resources of foreign coun- 
tries, by eliminating our export surplus in less than 3 years, 
would mean severe limitations on their domestic development 
or living standards. Both alternatives would involve serious 
dangers of political instability in many parts of the world 
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which would be harmful to our national security. In this coun- 
try, so sharp a rise of imports within a few years might create 
difficulties for particular industries, and also have some gen- 
erally unfavorable economic effects. 

Nor should the solution be sought in a drastic reduction of 
American exports. This would be disastrous for many foreign 
countries throughout the world if it occurred before their 
requirements could be supplied from other sources. It would 
also have a serious effect upon the markets for many United 
States products, and would aggravate our problem of agri- 
cultural surpluses. In the fiscal year 1948-49, we exported to 
Europe 21 per cent of our total raw cotton production, 21 per 
cent of our leaf-tobacco production, and 26 per cent of our 
total wheat and wheat-flour production. 

The Point Four Program 

In January, 1940, the President proposed what has become 
known as the Point Four Program to assist the underdeveloped 
areas of the world in raising their standards of living and cre- 
ating an environment favorable to the maintenance and de- 
velopment of freedom and democracy. The expanded flow 
of capital under the Point Four Program would create new 
international markets. A substantial flow of dollars, which 
the underdeveloped countries could spend where they choose, 
would provide the countries of Western Europe with the op- 
portunity of finding new outlets for the export of capital 
goods and other products by an expansion of total world 
markets, rather than by a self-defeating struggle for present 
limited markets. Thus, the export of capital under the Point 
Four Program, which is a basic element in our foreign policy, 
would contribute greatly to the supply of dollars needed by 
foreign countries to purchase essential supplies in the United 
States. . 

The Point Four Program proposes, in the first instance, to 
furnish technical assistance and to expedite the flow of capital 
to the countries which have made little progress in develop- 
ment. Legislation to provide technical assistance, and to pro- 
vide guaranties to private capital against risks peculiar to 
foreign investment, has been recommended and is under 
consideration by the Congress. The investment of private 
capital is being encouraged through the negotiation of treaties 
to assure private capital against discriminatory treatment. 
It is also desirable to revise certain provisions of the tax 
laws dealing with the taxation of income from foreign 
investment. 

The present volume of requests for soundly based loans 
from the International Bank for Reconstruction and Develop- 
ment and the Export-Import Bank has been limited, because 
development plans of many underdeveloped countries have 
not been translated into sufficiently concrete projects. The 
United States should provide positive assistance to the under- 
developed countries in formulating such projects, through its 
technical assistance programs and through its support of 
those of the United Nations. At a later time, it may be neces- 
sary to increase the lending authority of the Export-Import 
Bank so that it can increase substantially its guaranty and 
direct lending activities. 

In the underdeveloped countries, there is an enormous po- 
tential demand for the products of Western Europe and of 
the United States which will become active as their resources 
are more efficiently used and the standards of living of their 
people raised. It is the purpose of the Point Four Program to 
activate these powers of economic growth. In doing so, it will 
also expand the opportunities for world trade. Here lies the 
opportunity for the countries of Western Europe to escape 
from the limitations of existing world markets in which they 
are now confined, and within which they find little room for 
adjustment. Our own policies under the Point Four Program, 
and the business policies of Western Europe, should be di- 
rected to permit them to participate in this expansion of world 
trade. They will then find an outlet for their increasing pro- 
duction, and will begin to create a new source of dollars to 
support their purchases in the United States, 
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Whispers. 











New Armored Car for President... Bases Planned 
In Japan... Does Government Favor Auto Mergers? 


Mr. Truman is finding that some of 
his friends feel that he is making a 
mistake by not broadening the field 
of his close associates. The com- 
plaint is that the President tends to 
narrow his official contacts and to 
draw back from adding personalities 
to the little group around him. 


xk k * 


Leon Keyserling, Acting Chairman of 
the President’s Council of Economic 
Advisers, did most of the writing job 
involved in preparing White House 
messages to Congress. 


KOR 


Treasury officials point out that, if 
it were not for a change in account- 
ing methods ordered by Congress ef- 
fective in 1946, the Federal Govern- 
ment’s budget would look about 4 
billion dollars better than it now 
looks. Senator Harry Byrd (Dem.), 
of Virginia, is credited with legisla- 
tion that classified Government bank- 
ing and investment operations as cur- 
rent operating expenditures. 


xk * 


President Truman’s strategy on taxes 
is to try to force delay in acting on 
excise tax cuts and to make Congfgress 
take responsibility for cuts that up- 
set further an already unbalanced 
budget. Hope is to hold excise cuts 
to 700 million or less. 


K 


Louis Johnson, Defense Secretary, 
gets credit for cuts in Government 
personnel that have brought the civil- 
ian pay roll below the 2-million line 
for the first time in nearly eight years. 


x*x« ek 


Officials of Government are interest- 
ing themselves in talks directed to- 
ward a possible series of mergers in 
the automobile industry. While the 
official line is in opposition to the idea 
of mergers, Government this time 
seems to favor merger. 


a 


Mr. Truman soon is to sport a new, 
heavily armored car for use in pub- 
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lic appearances. The car, specially 
built with thick armor in its body, 
still is to have an open top. 


xk ® 


Reports that President Truman is 
worried about the prospect that Gov- 
ernor Chester Bowles of Connecticut 
will try to take the nomination away 
from him in 1952 are phony. If Mr. 
Truman wants another nomination he 
can have it for the asking, or he can 
arrange a draft without much threat 
of a challenge. 


Wu 1% 


John J. McCloy, U.S. High Com- 
missioner for Germany, and not the 
Department of State in Washington, 
is making United States policy with 
regard to Germany. British report 
that, when a point of conflict arose 
between Mr. McCloy’s position and 
that of Washington, the question 
was put flatly as to who makes 
United States policy in Germany, he 
or the State Department. “I do,” was 
the reported reply. 


Kk ik 


Clement Attlee, Britain’s Prime Min- 
ister, is set to call a general election 
in Britain for February ot ‘the first 
week in March. 


xk * 


Britain’s sudden brush-off given to 
proposals for a World Bank loan to 
help with development projects with- 
in the British Empire is related to 
political considerations. The Labor 
Government wants voters to have 
a demonstration of its independence 
and ability to get along without new- 
type financial help coming from the 
outside. 


xk 


Mao Tse-tung is to be recognized by 
U.S. within a matter of months as de 
facto ruler of China. Mao led the revo- 
lution that brought China under Com- 
munist rule. 


x * 


Russia is to get one more vote on the 
top Security Council of the United 


Nations when Communist China take 
its seat on that seven-nation Council 
U.S. is to lack the votes to keep Com 
munists from taking over from the 
Nationalists as representatives 9 
China. 


x * * 


Chiang Kai-shek, on the island of 
Formosa, is down to the last 75 mil 
lion dollars out of the billions that 
U.S. gave and lent to him in aid 
military and nonmilitary. How te 
run an Army and maintain a Gov 
ernment establishment with resources 
on hand is the problem that hag 
Chiang stumped. 


y eS 


The late President Roosevelt is being 
blamed by the British for “extrava- 
gant concessions” to Joseph Stalin at 
Yalta when he agreed to let the Rus- 
sians have the Manchurian ports and 
Pacific islands that they wanted, 
Friends of Mr. Roosevelt, in turn, 
blame the American generals who in- 
sisted that Russia should have a big 
price to assure her entry into the war 
against Japan. 
kik * 

General of the Army Douglas Mac- 
Arthur, Supreme Commander in Ja- 
pan, actually has not insisted that the 
island of Formosa is vital to U. S. de: 
fenses in the Pacific. The U.S. Joint 
Chiefs of Staff, for several months, 
have crossed off both China and For- 
mosa as areas that U.S. can defend. 
General MacArthur is reported to 
have argued that Formosa could and 
should be defended, but not to have 
argued that it was vital for U.S. to 
have that island on its side. 


xk 


Dean Acheson, Secretary of State, is 
going along with General MacArthut 
in draft of a peace treaty with Japan 
that would give U.S. rights to mili- 
tary bases on those islands. British 
concurrence in treaty terms is to be 
sought before a peace conference is 
called, with Britain inclined to be 
tougher than U.S. on some economic 
terms. 
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It’s Tops in Television 
with 
Capehart Tone 
and 
Polatron* 


Picture Perfection 


With ordinary tube With Polatron 


No other tube does what Polatron does! 


World-famed CAPEHART TONE available, too, 
in new phonograph-radios! 


Brings You 











The CAPEHART OVERTURE... with AM and FM radio. 


The International Telephone and Telegraph Corporation . . . through its new 
associate, Capehart-Farnsworth Corporation ... brings you 


Two New Miracles in Television! 

One is the new ‘*Polatron” picture tube — an eye-miracle that produces startling 
realism, depth and brilliance of image. The other is an ear-miracle known and 
marvelled at by music lovers the world over—Capehart tone—the matchless 
fidelity that only Capehart has produced. Together, they double your television 
pleasure! Together, they give you tops in television ...in a complete line of home 
receivers, $269.50¢ and up. 

International Telephone and Telegraph Corporation, New York 


*T.M. Reg. Available at slight extra cost. +Plus excise tax. Western prices slightly higher. 





Sa SS 


ia safe hands... even at 60 below! 


Do YOU REMEMBER when winter meant storing the family 


car till spring? Not so many years ago, a car owner’s fear 


of an ice-shattered motor was a dread reality . . . if he didn’t 


drain his radiator and store his car once cold weather hit! 


What was needed—acutely—was an automobile anti-freeze 
that would prove always dependable yet economical. One 
that would hold up under any operating temperature. That 
wouldn’t foam and boil away, That would resist rust and 


corrosion to the nth degree. 


That’s where Union Carbide research entered the picture. 
The result? “Prestone” anti-freeze. Since then this product 
—the first all-winter anti-freeze—has assured millions upon 


millions of motorists of ever-improved driving performance, 


with assured safety, throughout the bitterest weather. 


This is but one example of the way the people of Unio: 
Carbide are helping to better our daily living. And UCC 
stands ready to help solve other problems . . . wherever 


better materials and processes are needed. 


FREE: If you would like to know more about 
many of the things vou use every day, send for 
the illustrated booklet, “* Products and Processes.” 
It tells how science and industry use UCC’s 
Alloys, Chemicals, Carbons, Gases .nd Plastics. 
W rite jor free Booklet I. 


Union CARBIDE 


AND CARBON CORPORATION 


30 EAST 42ND STREET [I] NEW YORK 17, N Y. 


Trade-marked Products of Divisions and Units include 


PRESTONE and TREK Anti-Freezes * NATIONAL Carbons 
SYNTHETIC ORGANIC CHEMICALS 


BAKELITE, KRENE, VINYON, and VINYLITE Plastics ° 


PresT-O-LITE Acetylene »* LINDE Oxygen 
ELECTROMET Alloys and Metals * HAYNES STELLITE Alloys 


¢ EVEREADY Flashlights and Batteries * ACHESON Electrodes 


PyroFax Gas 





